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INTERLEAVED CARBON ‘ 


Tailor-made so that Federal and City or State Forms can be prepared in 
one operation 


e 5 and 6 part forms include special copies for various states and cities. 
All forms approved by Internal Revenue Service and State Tax Agencies. 
Ask for sample of form applicable to your state. 


We can also furnish forms 1099, 941-A and W-4. Samples and prices 
on request. 


IMPORTANT- Write today for schedule of low prices and free 
samples, 
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LABOR SAVING ACCOUNTING FORMS. print can be shipped promptly on receipt of order. 


919 WALNUT STREET + PHILADELPHIA 7, PA. 


-Let 
WA LT 0 N train you 


for a Successful Career in Accountancy-—— 


NOW not at some uncertain future date—is the time to start 
working toward your C.P.A. certificate. Take the essential first step. 
Investigate Walton courses, methods, and results. Thousands of men 
and women who hold high executive positions paying excellent salaries 
credit their success to the thoroughness, practicality, and professional 
quality of Walton Home-Study instruction. 


WALTON’S CHALLENGING RECORD 


Over 3,000 C.P.A.'s are Walton Trained 


54 Winners of Honor Medals in C.P.A. Examinations are 
Walton Trained 


Walton courses are especially designed for home-study instruction 
and are classroom-tested for clarity and presentation. You get the 
benefit of Walton’s 51 years of experience in preparing students for 
successful careers in accountanecy—public, private, governmental. 
These courses have the unqualified endorsement of leading accountants. 
Start now to learn Accounting, the language of modern business. 


Call at the School, write, or telephone Mr. Randall 
at FRanklin 2-4576 for further information about 
Walton courses, methods and results. Ask about 
Walton’s comprehensive course in American Busi- 
ness Law. 


Walton also offers complete Resident Day and Evening 
Courses in Accounting and Business Admimstration and 
C.P.A. Review. Approved for Veterans and Civilians. 


Regular classes begin in September and February. 


Evening classes in certain subjects at other dates. ClobrAt 
Review is offered in April and September. 


Early registration is advisable. 


WALTON SCHOOL OF COMMERCE 


A Professional School of Accountancy (Founded 1910) 
111 NO. WABASH AVENUE e CHICAGO 2, ILLINOIS 


TALK TO 
TALCOTT 


When your client needs 
financing in excess of his 


We'll help you to help your client by 
providing specialized finance service 
to accurately fit every need. Write or 
phone for full details about how we 
can be of service. 


Talcott’s Special Financing... 


e Accounts Receivable (Non-Notification) 

e Inventories @ Machinery & Equipment 

e Installment & Lease Sales e@ Factor- 
ing (Notification & Non-Notification) 


Oy 


James Talcott, Inc. 


FOUNDED 1854 


209 SO. LaSALLE ST., CHICAGO, iLL.— Financial 6-1444 
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Snvestigate tbe Savings 


Your Society’ Group ree Offers 


Take Advantage of Your Membership Privilege ! ! ! 


Note These 4 Programs — 


DISABILITY PLAN—Provides a weekly income in the event of disability 
caused by Sickness or Accident. 
* A special rate reduction for those under age 35. 


MAJOR MEDICAL PLAN—For members and their family dependents. 
Catastrophic Coverage for in or out of Hospital expenses up to 
$10,000.00 per disability with a choice of deductibles of either 
$300.00 or $500.00. 


HOSPITALIZATION PLAN—For members and their family dependents. 
Those under age 60 may now apply for hospital benefits up to $20.00 
per day. 


ACCIDENTAL DEATH AND DISMEMBERMENT PLAN—Includes Dis- 
appearance and Permanent total disablement for only 90c annually 
per each $1,000.00. 

* Wife may be included up to $50,000 (same rate). 


May we suggest you inquire today by calling or writing us 


PARKER, ALESHIRE & COMPANY 


Established 1901 
175 West Jackson Blvd. Chicago 4, Illinois 
Telephone WAbash 2-1011 
Administrators of Special Group Plans for 
Professional Organizations 
and 


General Insurance—Life, Fire, Automobile, all Casualty Lines. 
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Get set now — for your 1962 needs — with Transface Diazo Master paper, used for 
years by America’s leading accounting, financial, insurance and industrial organi- 


zations. With Diazo Master paper, you will enjoy precision reproduction at high 
speed — you'll save time, work and money. 


Catalog Contents 


e Every approved Federal, State, local tax form. Total 
of 162 available, as folders — flats — collated — indi- 
vidual pages. 

e Specifications and regulations for reproduction. 

e 44 newly created accounting work schedules. 

Reproducing and non-reproducing analysis pads. 

The Tax Organizer, by S. Jay Lasser, Noted CPA, (S. Jay 

Lasser & Co., New York). 

Accessory supplies for finest reproduction. 


HERE ARE TRANSFACE 
DIAZO MASTER 
FEATURES: 


Largest and most complete catalog 
— see contents below. 
All forms printed double-sided, by 
the originators of double sided 
printing. 
¢ Needs no carbon backing 
Soft leads not necessary — can use 
mechanical pencils — heavy pres- 
sure not necessary. 
¢ Stepped up printing speed—fastest 
in the U.S. 
Will not curl under continued use. 
Trouble-free sheet separation. 
No hazy prints. 
Reproducible year after year from 
master form. 
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Distributors and dealers from coast to coast 
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PROFESSION 


a Personal Checking Account 
at The Northern Trust 


A good bank reference is important to professional people, and 
you are invited to join the many Chicagoland accountants who 
have their personal checking accounts at The Northern Trust. 

You will appreciate The Northern Trust’s reputation for 
strength and stability, and you will value the attention of 
officers experienced in providing the financial services required 
by accountants. In addition to checking accounts, they are 
ready to discuss your credit needs and other banking and trust 
requirements. 

Stop in at the Bank soon; ask for George B. Milnor or one 
of his associates in the Personal Checking Division. Your 
account can be opened in minutes. Or, if you prefer, write 
Mr. Milnor at the address below and the forms to open your 
account by mail will be sent you. 


The 
NORTHERN/PRUST 
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Chicago, Illinois ° Financial 6-5500 ° Member F. D. 1. C. 
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NORTHWEST CORNER : 
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LEO V. TINKHAM 


At the beginning of each 
fiscal year of the Society, the 
Board of Directors reviews 
prior year activities and sets 
a program for the future. We 
have appointed 531 members 
to serve on committees and 
have developed an operating 
manual as a guide to the com- 
mittees. Convinced that the 
Society's activities will be dis- 
persed to the point of ineffec- 
tiveness in any attempt to solve 
all of the profession’s problems simultaneously, the Board 
has decided that efforts each year must be concentrated 
on the most critical problems. Activity programs empha- 
size those matters which appear to be of most pressing 
concern to the profession. 

This year, in order to determine the areas of special 
emphasis, | asked each member of the Board to list what 
he considered to be the five most serious problems facing 
the profession and the five most serious problems facing 
his firm. The lists submitted included items which could 
be classified into about twenty broad categories, but some 
items were repeated so frequently that the major prob- 
lems became fairly apparent. 

Recruitment and retention of capable people was listed 
far more often than any other item. Closely following 
were training and elimination of substandard practices. 
The relationship between costs and fees, included in a 
number of the lists as a separate problem, bears heavily 
upon recruitment and retention of personnel. The survey 
of Board members indicated a conviction that legislative 
problems were next in importance. Other matters men- 
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tioned with less frequency involved public relations activities, uniform! 
accounting principles, administration of practices and several other ee 
with which the Society is continuously concerned. 
The listings of problems by Board members furnished one basis for 
selection of areas of emphasis for the current year. Other consideration 
also entered into the choice. Training, recruitment and retention of per- 
sonnel contribute to high-quality performance which is the best singles 
means by which the profession can enhance its position in the business: 
community. Recognizing that principle and guided by the listings of prob- 
lems, the Board decided that the Society’s efforts should be directed towar 
improvement programs of training, recruitment and retention of personnel, 
Another matter seemed of prime importance. During the last Illinois 

state legislative session, we devoted substantial effort to the defeat o 

proposed legislation which would have been detrimental to the public 

interest in that it would have lowered standards of qualification for per- 

formance of professional accounting services. We must continuously b 

alert to that problem and must give attention to it every year, whether on 

not the State Legislature is in session. To that end our program for the 
year also emphasizes that activity. 

The Society’s operation plan for the year outlines our major emphases 
as follows: | 

(1) Improvement of adherence to the profession’s standards of perform; 

ance so that the public will accept membership in the profession ag 

significant evidence of high quality service in any area in which 
member offers service. | 

Recruitment and retention of capable, qualified people in the profes} 

sion to the end that we may be able to render continuously improvin 

and expanding services. 

(3) Promotion of legislation affecting the practice of public accounting 
which will protect the interests of the profession and the public whick 
it serves.” | 

Emphasis on certain activities does not imply neglect of other objective 
of the Society. Programs which have been in progress during past year} 
will be continued and expanded. We merely propose to pursue the desig 
nated problems with special vigor. 

| am not sure that members of the Board of Directors are acquainted 
with all of the problems of the profession or can accurately determine the 
most important problems. We have nearly 3,500 members and a prope} 
appraisal involves getting opinions from every member. As the yea 
progresses, | am going to ask every member to give me his opinion of ho 
the Society can best serve the profession. | hope that the responses wil 
be based upon some direct contact every member establishes with thi 

Society during the year either by attendance at meetings, service on a com 

mittee or discussion of activities in which he is interested with appropriat; 

committee members. We are trying to direct our activities to best serv 
the needs of our members and will redirect our efforts as those nee 
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We Handle Established 
Accounting Practices 


Which are for Sale. 


We Invite Your Inquiries 
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_Accounting 


Public Accounting, Private Industry, on All Levels 
Both Male and Female 


JACOB W. STAUFFER, Executive Director 


Accountants Exchange 
105 W. Madison St., Chicago 2 
Central 6-1790 


through dependable data processin 


Throughout industry the emphasis is on speed. Things are 
moving fast. But speed without accuracy is valueless. 


At SOS Data Processing, vast accounting experience is 
brought to bear on each problem before work is begun. 
Call today and let us explain the 
SOS approach to dependable data processing. 


SOS Data Processing 


AN AFFILIATE OF STIVERS OFFICE SERVICE 
HArrison 7-7191 


175 West Jackson Boulevard, Chicago 4, Illinois 


A Plea for a New State Revenue Arti- 
cle with Flexibility to Meet Changing 
Conditions 


Welcoming Address at 
ISCPA Annual 


Meeting 
y Hon. Otto Kerner 


Iam happy to welcome members of 
1e Illinois Society of Certified Pub- 
e Accountants to Springfield for 
our annual meeting. I’m certain you 

ill find many activities to interest 
ou during your stay with us. 

A short while ago I was leafing 
arough the agenda for your annual 
ieeting. With your very busy sched- 
e I doubt if many of you will have 
. opportunity to visit some of our 
oints of interest. I must say I was 
upressed by the varied and wide 
ange of topics you have scheduled 
» discuss during your convention. 

I note that tomorrow afternoon, for 
<ample, you will investigate automa- 
on and discuss its suitability for 
mall business. I am happy to see 
our awareness; for, ready or not, 
1e second industrial revolution is 
pon us. It is one already beyond the 
enturies-long search for ways to re- 
lace human with mechanical or other 
yxrms of energy that characterized 
1e first industrial revolution. 

These giant strides forward are 
ost welcome. But while science goes 


about its task providing electronic 
brains, inventing computers to elim- 
inate irksome tasks of punch ecard 
operations or filing and freeing peo- 
ple from these forms of drudgery, 
it is also creating human problems. 

We find outrselves faced with prob- 
lems of what to do with people freed 
from procedures they have mastered 
through long trial; people whose live- 
hhoods have been rendered obsolete 
in one tremendous forward thrust of 
technology. 

It is not the responsibility of sci- 
ence to tell us what to do with this 
mass of people—an ever growing 
throng each year—that stands aside 
to watch a machine take over their 
outmoded tasks. Undeniably, this is 
progress. But it is also displacement ; 
and it is a problem, one not only to 
live with, but also to find some means 
of solving. 

The solution is not easy but the 
problem can and has been solved. 
In your responsibility of counseling 
small businessmen I am certain you 
know the answer does not lie in em- 


ploying a master plan or an inflexible 
problem solving scheme. 

Each office and business offers a 
different challenge because of its 
needs and because its function in- 
volves people. 

Therefore in counseling small busi- 
nesses to meet the winds of change 
we should harken to the advice of 
Aesop. 

When the mighty oak was felled 
in a violent wind storm, it tumbled 
earthward and came to rest near a 
gerowth of reeds at the side of a 
marshy swamp. The oak asked how 
it, a tower of strength, could fall 
victim to the wind while the reeds, 
fragile shafts that they were, could 
withstand the gale. 

They answered: We have learned 
to bend a little and survive. 

I might also say that in state gov- 
ernment we face a situation where 
the winds of change are felt. As you 
know we are laboring under the bur- 
den of an antiquated revenue article, 
one designed for the needs of an 
agrarian population of two and one- 
half million persons in 1870. Like the 
oak this,revenue article is unable to 
bend a little and provide for the needs 
of more than 10 million people in 
1961 when only about 855,000 still 
live on farms. 

With more than 50 percent of our 
combined state-local tax revenue com- 
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ing from property taxes designed i 
reflect wealth consisting of farmlands: 
crops and livestock you can see the 
obvious inequity that exists. 1 

We have taken a page from your 
book and from seminars such as thosq 
you will conduct during your annuas 
meeting and have appointed a Revei 
nue Commission of outstanding citi 
zens from all branches of modern so 
ciety to create a new fiscal structur} 
for our state. 

They will be meeting in cou | 
weeks and I have asked them to com 
plete their study and report to me n) 
later than January 15, 1962. Thei 
recommendations will provide ou| 
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legislature with the necessary work 
ing tools to provide a new revenu! 
article to place Ilnois’ fiscal organ! 
zation in the 20th century. 

Thus we realize as do you that ti 
be inflexible, for us, is to break unde 
the burden of a dry, lifeless revenu 
article. It is our goal to face the wind 
of change and exercise a supplene: 
of human skill to meet the new pro 
lems of the times. | 

I am certain you will bring jus 
this same application to the many 
varied projects you have scheduled f 
discuss during your annual meeting 
It is by the interchange of ide 
through professional societies such a 
yours that we achieve much of. ou 
progress and growth. 
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THE HONORABLE OTTO KERNER, Governor of the State of Illinois, deliven 
the welcoming address at the annual meeting of the ISCPA in a | 


in May. 


These remarks are adapted from his address. 
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Who Is Its Victim? 


During the time it takes you to 
ead this article, approximately 
$30,000.00 will have been stolen by 
““trusted employees’’ from their un- 
suspecting employers. Obviously this 
is a matter of substantial concern to 
the business community—and to its 
advisers. The purpose of these com- 
ments is to give the reader a general 
background on the subject of business 
fraud. This problem can be best 
discussed under three categories, 
namely : 

i 1. What is fraud? 
2. Who commits it? 
3. Who is its victim? 


What is Fraud? 


The term ‘‘fraud,’’ as used by ac- 
countants, is loosely defined. It 
not the same as fraud in the legal 
sense (which is essentially synony- 
mous with deception), though it may 
certainly include misstatements of 
material facts, intent to deceive, and 
other elements of the legal definition 
of fraud. Actually, ‘‘fraud’’ in the 
context of an accountant’s language 


is 
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EDITOR’S NoTH: This article and the three that 
follow it comprise a series of papers on _ the 
general topic, ‘‘After Fraud is Discovered.” The 


articles are based upon papers presented at the 
Society’s technical session on this subject in the 
Fall of 1960. The overall coordination of these 
articles, as well as the original impetus for their 
publication as a unit, was handled by MANDEL 
GOMBERG, a partner in the firm of Altschuler, 
Melvoin, & Glasser, Chicago. 


The Statistics 


co 


What Is Fraud? Who Commits lt? 


of Fraud 


By Donald Zaretsky 


is Synonymous with ‘‘ white-collar 
crime’’ (a term popularized in the 
title of The Thief in the White Collar 
by Norman Jaspan and Hillel Black). 
Thus, fraud can include such var- 
ied offenses as embezzlement, forgery, 
pilfering, faked burglaries, bribes, 
and kick-backs. It is distinguished 
from larceny in that the perpetrator 
usually has every right to be handling 
what he steals. The magnitude of the 
offence can vary from the deliberate 
soiling of a seven-dollar blouse, so 
it can be purchased as ‘‘shopworn”’ 
for three dollars, to the abstraction of 
a million dollars in bank depositors’ 
funds. Both are ‘‘fraud.’’ The real 
difference is only one of degree. 
Business fraud is not a minor prob- 
lem, present in a few isolated in- 
stances and of academic interest only. 
In 1960, such crimes resulted in esti- 
mated losses of over four millon dol- 
lars a day, or well in excess of one 
billion dollars for the year. By con- 


trast, the F.B.I. estimated that all 
the nation’s burglars, pickpockets, 


hold-up men and auto thieves, work- 
ing diligently throughout the year 
1957, accounted for a comparatively 
trifling $479 million. The foregoing 
figures, astounding as they are, take 
no cognizance of the cash, TV sets, 
fruit baskets, ete. which change hands 
as bribes and kick-backs—an_ esti- 
mated five billion dollars in 1960. 


Having briefly surveyed the nature 
and severity of the problem posed by 
fraud in business, we are inevitably 
confronted with the question of: 


Who Commits It? 


Probably the most widely-quoted 
source of information on white-collar 
thieves is the booklet Embezzlers Post 
War, published by United States Fi- 
delity and Guaranty Co. in 1950. 
This is a study of the thieves (845 
men and 156 women) involved in 
1,001 embezzlements which resulted 
in losses insured by that company in 
1947, 1948 and 1949. The picture it 
paints of the average embezzler is not 
an encouraging one for the practi- 
tioner who would like to be able to 
spot a would-be thief on his first visit 
to the chent’s office. 

To begin with, the typical embezzler 
is friendly, above average in intelli- 
gence, hard-working and not an ha- 
bitual criminal. If a man, he is about 
30, married, has one or two children, 
owns his own home in a respectable 
neighborhood, drives a low or me- 
dium-priced car and has an annual 
salary in the upper 40% of the nation. 
He has been employed in his present 
position for about three years and has 
been stealing for eight months. In 
that period, he has ‘‘earned’’ an ad- 
ditional fifteen months’ salary, 

The average female embezzler is 
about 31, has earnines in the bottom 
third of the national average, has 
been employed in her present position 
for about 24% years and has managed 
to get away with an amount equal to 
her annual salary within the last 614 
months. 

The study showed that the number 
of women who embezzled had_ in- 
creased since a similar investigation 
in 1935. This was coincident with 


in ever-increasing numbers and reach- | 
ing positions of greater responsibility 
during the intervening period. The! 
implication seems to be that, given | 
the opportunity, women are no more) 


honest than men. 

In fairness to the ladies, however, | 
it should be noted that they generally, 
stole for less selfish reasons (husbands | 
unemployed, family illness) than did) 
the men (gambling, drinking, high-) 
living), as shown by the tabulation | 
of the motives on the following page. 


| 
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women coming into the business world | 
if 
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Based on these descriptions, it. 
is obvious that there is nothing overtly | 
unusual about a potential or actual! 
embezzler. The tabulations on page 6, 
indicate the ages, lengths of service, , 
and occupations of the embezzlers| 
who were the subject of the study. | 
Even the most superficial glance at. 
these exhibits will quickly show the! 
wide distribution, by age and length 
of service, of actual white-collar) 
thieves. Certainly, the accountant can 
see nothing which might alert his sus- 
picions in any specific case. John Q.| 
Embezzler looks, acts, and when you 
get right down to essentials, 7s no dif-! 
ferent from John Q. Public. These: 
statistics illustrate the point that the: 
greater the temptation and opportu-| 
nity, the higher will be the incidence} 
of fraud. This is shown by the fact! 
that the most frequent offenders are; 
salesmen and branch managers, who) 
commonly have relative freedom of! 
access to cash and other property, 
and are not closely supervised. 


1 
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Before leaving our review of the) 
person who appropriates his employ-. 
er’s assets, it should be noted that 
he (or she) can inflict immeasurably 
greater damage as his responsibility 
and authority increases. <A five-year 
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TABLE 1 


Number Per Cent 
2 Men Women Men Women 
Living Above Means, Extravagance, 

Hees POUsi bil ty eeery eee eet een ne 256 47 30.30% 30.14% 
Gambling, Drink and Drug Addiction................ 195 9 23.08 5.77 
Omtsid ee Business se. qao meee eerie een cerca ai 2 2.00 1.28 
iGrudge Against Employer .......0.....cccccc:cccceee- 23 3 2.72 1.92 
Mom Stantelilsewihtenem ate tte sees ee 6 8 mil 5.13 
Finance Political Candidacy 2 24 
aamilye Hxpenses,s Ullness) tg. ses-e seers. 44 32 5.21 20.52 
Spouse’s Extravagance or Unemployment ........ 33 4 3.90 2.56 
Bad Associates, Duped, Helped Friends .......... 26 5 3.08 3.20 
1P IRSOADEW MaRS > aesaee aces eo Me EL ee 4 2,00 
Influenced by: 
| RUGS casatcne shee icohte oer ee ere eee ce Oe a 56 6.63 

VAGISANSHT “a -S5e ee See rare acest ote neath PT es Vor ee AA 14 8.97 
Gown Women © CT: WE AONE? scnnshssecaseenehasoecassnnecseoc 3 R333) 

‘Poor Manager, Accumulation of Debts ............ 49 5.80 
(Oserirmmstsiell” (CUR RAVOUETE _s3.cn onecenevacdoneseoseosocueancestbobesnbnsaee 114 16 13.49 10.26 
RVI eyes CA SEG fend m5, se tara caemnerean gates na tlvomeawiaceaves 2 4 24 2.96 
wilhoge Himan Cem IMiATTI Age Brcko eoss dceceonecee seers 6 4 pial 2.56 
Replace Lost Money 2 24 
Panay aeOye ZNO! PMOONCKESINE jankspnascoseo mes sescoueaseeaseneeencp 1 Le 
\Pay INUESTRCOT TR A gisctice 52 ce he cae See aoe HERS tm ae URE Eee oe CR il 2 
IMother-in-layy .......ccscccceesc.e- il 2 
Juvenile Delinquents 3 1 #335) 64 
Aftermath of War ........... 5 09 
Other POS ONS apes eerre en aN eee ee is seen een 3 1.92 
845 156 100.00% 100.00% 


study of 2,651 claims by Liberty Mu- 
tual Insurance Company showed that 
1,289 thefts by salespeople, or 49% 
of the total number of claims, ac- 
counted for about 20% of the total 
dollar loss. Conversely, only about 
10% of the thefts—by 9 treasurers, 
1 corporation secretary, 3 presidents 
and 276 department and branch man- 
agers—produced approximately 40% 
of the total loss. 

It should be evident by now that 
the embezzler is rarely the furtive, 
harassed clerk or cashier of the TV 
writer’s imagination. When his pec- 
ulations are brought to light, he may 


be, and often is, a formidable indi- 
vidual for the uninformed practi- 
tioner to deal with. 

Having in mind the background 
of the general nature of the problem 
and its perpetrators, our primary con- 
cern with fraud—as auditors and ad- 
visers to business—rests naturally on 
the question of : 


Who Is Its Victim? 


The brunt of the harm done by 
fraud is borne, in a larger sense, by 
society generally. The figures previ- 
ously referred to, astronomical as 
they are, do not begin to measure the 
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nior accountant in the firm of Altschuler, Melvyoin, 
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f | 
Age Distribution: f Al 
x Dita Ferre, arena ne Snare neni: cadeaonsetne chee saeanarc -ermenine nso ode 96 11% 46 29% 
BS IGG) td cok es ad feet een oe ae en 190 23 39 25 
SEY ay, Ie See vey ae Nena ck MR PP SORE OM nae i ann scaten tor yeebsheed 139 16 22 14 | 
BIAS Oe me eee erst Giclis es Gane Sak eee Came eR oreo ee eae 144 7 16 10 | 
1 ee oT enon BNR Te EL ws Gea ete aem ee oie crn me Oncnrdboae: seo ant bocrbaucasgo quot 118 14 16 10 #} 
TCO, sick < cS ee ee ee a re 72 9 7f 5 
EE ETSY: Ms) Re pa ae on Ba, A Boe Aine crc peninaincM es mannennaEsacost adc 40 5 4 3 | 
Laser WIN s Is @ Kio poate mee mee cenmenceccereas se och eee matemerenomnatsachova-nt 46 5 6 4 | 
a ara | 
845 100% 156 100% ! 
Length of Service: 3 
Wess thane c= Ve) 2 ec aecenare tae eee cece eee _ SB Pal 38% 57 379.6 | 
iS i=4 96 iby | 
BL OW PY 19m serach pence es orice set losin ek ne eRe ete ase apts ee ete 125 15 oe 7 
142 Alyy 23 15 
72 9 21 14 | 
34 4 10 7 
29 3 6 44] 
21 2 3 24) 
19 2 1 0 4] 
9 1 1 0 | 
6 1 1 0 BI 
Over FLO. Virse ieee. ee eee eee 67 8 7 4 | 
845 100% 156 100% | 
Occupation: 
Clerical (Accountants, Bookkeepers, | 
Clerks Secretaries) een. sereege: eee eee 138 16% 72 pe | 
Supervisory (Managers, Dept. Heads) ................ 253 30 35 22 
Sales and Service Personnel, Buyers .................... 260 31 38 24 
Government and Military Personnel ................ OM 4 7 oD | 
Union Officials 50 6 } 
Otherc., Med. Ache Ae nee ee 107 13 4 3 | 
845 100% 156 100% 


total cost to the nation in higher 
prices, reduced tax revenues, lost hu- 
man resources, and deteriorated 
moral standards. Nor is there any 
way in which these losses can be meas- 
ured, in dollars. 

In the narrower sphere of the busi- 
ness world, while no absolute measure 
of the cost of fraud is available, in- 
formation has been gleaned from vari- 
ous sources which indicates the se- 
verity of its effect on American 
business enterprises : 


~S) 


ws 


| 
In 1960, approximately 200 Beyn. | 
were forced into bankruptey by interna 
theft. | 
In the last twenty years, over 100 banks 
had to close because of embezzlement 
and at least one in every five banks has 
suffered an embezzlement within the last 
five years. 
In the ten years from 1946 to 1956) 
while dishonesty insurance coverage in 
creased by 70%, losses inereased by 
250%. Presently, due in large part té 
insufficient coverage, only about 3% of 
employee dishonesty losses are eventu) 
ally recovered, This might be largely 
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attributed to the common practice of 
bonding every employee who handles a 
$200.00 petty cash fund and ignoring 
the man who is in charge of thousands 
of dollars’ worth of materials or mer- 
chandise.) This problem ean be further 
highlighted by reference to the results 
of a recent survey of 20,000 businessmen 
by Surety Association of America. 


Protected 
by Fidelity Bond 
Line Bond Protected 

TE REWIONBENREL cacseanceonet eeeeoae 6% 944% 
(COnGrACLOnS eae ee 8 92 
Appliance Stores ...... G 93 
(CEO ORIG snaiebecceseeseasee 3 97 
IRPESRRTUNRENAS), Goa cngeadBandes 4 96 
GUO G Ine ae ce ees. t: 5 95 
iD irwyes SUOMI a rcroocece ff 93 


If you keep in mind the fact that many 
of the companies which do have coverage 
are large establishments with relatively 
good control, it is apparent that many 
losses are being sustained by the very 
people who can least afford them and 
have the least hope of recovering them. 


The effects of fraud’s assault on 
business are further aggravated by 
the absence of real deterrents to em- 
bezzlers. Only about one of ten em- 
bezzlers is eventually prosecuted 
(possibly this is related to the fact 


[that only 10 to 15 percent of U. S. 


manufacturers, retailers and whole- 
salers bond any of their employees), 
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and a discouragingly large number 
of these receive comparatively light 
sentences. To the person contemplat- 
ing a theft, the possible penalty often 
does not serve as a restraining influ- 
ence. 

Of course, the victim himself must 
often bear a portion of the blame. 
The man, who for ten years has paid 
his bookkeeper $75.00 per week for 
filng fradulent sales tax returns and 
bribing building inspectors, is very 
apt to protest the loudest when Mr. 
Bookkeeper decides his son’s dental 
bills are an equally worthy cause for 
which to steal. 

Notwithstanding the share of the 
responsibility which they must bear, 
many businessmen—our chents—will 
suffer losses from dishonest employees. 
These losses will be inflicted without 
particular regard to type of industry, 
size of company or geographical loca- 
tion. As their advisers, it is incum- 
bent upon CPAs to see that they have 
been alerted to all possible measures 
that can be taken to prevent fraud. 
After fraud occurs—as it will, in 
many instances, despite all precau- 
tions—it is essential that CPAs be 
sufficiently well informed so that they 
can provide sure-footed guidance 
through the many pitfalls present in 
the aftermath of fraud’s discovery. 
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What Avenues Should the Auditor 
Pursue if He Discovers the Existence 


of Fraud? 


What Happens 


After Fra ud 


ls Uncovered? 


By Bert B. Weinstein 


Through perseverance, diligence 
and due application of generally ac- 
cepted auditing procedures, and 
maybe a good deal of luck, the auditor 
has run across peculiar transactions 
which lead him to believe that some- 
thing might be ‘‘rotten in the State 
of Denmark.’’ What is to be done 
about it? 

One possible approach would be to 
run in to the president of the client 


company waving a ledger in each 
hand and declaim in a voice loud 


enough to be heard in the next county, 
let alone the entire office force, ‘‘ Your 
bookkeeper is a crook.’’ This ap- 
proach has certain defects in that (1) 
the ledgers were really O.K.—the 
auditor merely made an error in 
arithmetic; (2) the president is the 
crook, not the bookkeeper, or (3) the 
bookkeeper, overhearing the auditor’s 
candid comments, leaps through the 
window, taking with him all support- 
ing proofs, to say nothing of the petty 
cash box. 


A More Sensible Approach 

A more seasoned approach would | 
stress the role of the public accountant | 
as a fact-finder, one who ascertains | 
what has happened, rather than one | 
who acts as a zealous prosecuting at. | 
torney. To avoid embarrassment, the j 
accountant must check and recheck | 
any apparent irregularities to be sure | 
that they represent an embezzlement, | 
defalcation or peculation, rather than | 
a justified business practice which) 
may be peculiar to the industry or to) 
that client. For example, a client| 
may use a short-cut bookkeeping pro- 
cedure to record branch office trans-) 
actions on the books of the main of-| 
fice. At first blush to the junior) 
making the cash examination, this and 
certain other odd short cuts looked 
like a cash kiting operation, or at. 
best a holding open of the books to: 
reflect income transactions of future! 
periods. Actually, under the short- 
cut methods employed by this client, 
branch transactions were recorded on: 


the main office books only when cash 
remittances were received from the 
branches. Therefore, it was necessary 
to hold the books open after the close 
of each period in order to reflect the 
properly allocable income transactions 
within the appropriate period. 
Secondly, if the suspicions of the 
auditor are aroused, he should extend 
the scope of his work sufficiently to 
prove or disprove the validity of his 
suspicions. Generally, if there are ir- 


regularities, further check may dis- 


close a consistent pattern of such ir- 


regularities and probably others. 


ities. 


But, let us assume that the exam- 
ining certified public accountant has 
incontrovertible proof of the existence 
of fraud. He must face up to an im- 
mediate decision as to what, to whom 
and how to report his discovery to 
the management of the client. If the 
initial findings indicate particular 
company officials who might have per- 
petrated the fraud, it would certainly 
be unwise to go to them and thereby 


tip them off. 


In one case known to the author, 


payments were being made on false 
“invoices. 


The auditor was unable to 
match receiving reports with the in- 
voices in question and directed his 


inquiry to the executive vice presi- 


dent of the client. This executive 


assured the auditor that he knew all 
about the particular invoices, that 
they were proper, and instructed the 


auditor not to waste his time (and 
the client’s money) on such trivial- 
Therefore, naturally enough, 
the trusting auditor went on to more 
important matters. As subsequent 


;events disclosed, the reason the vice 


president knew all about these par- 
ticular invoices was that he himself 
had prepared them for nonexistent 
companies. This fraud, when finally 
uncovered, exceeded $100,000 and the 
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auditor lost his chent. If there is any 
possibility that top management may 
be involved, consideration should be 
given to reporting your findings to 
nonmanagement directors. 

What to report. should be easy for 
the C.P.A. to determine if he remem- 
bers his role as a collector of facts 
and that he is not a prosecutor. The 
plain, unvarnished facts are what 
should be reported to the client. Great 
care should be used to avoid accusa- 
tions and drawing conclusions from 
the facts as you present them. Above 
all, the auditor must not allow his 
imagination to run wild. 

After the auditor has determined 
to whom and what to report to his 
chent, just how does he do it? Cer- 
tainly, in the initial stages, the best 
method would be the questioning ap- 
proach: ‘‘I have run across something 
which I don’t understand. Possibly 
you could explain this transaction to 
me.’’ Generally, in the initial stages 
of your findings, oral advices are 
preferable to written advices. How- 
ever, if strict adherence is made to 
a statement of ascertained facts, there 
should be no reason to fear written 
advices to the client. For example, in 
a recent letter to a client involving 
internal control deficiencies, a state- 
ment was made to the effect that there 
was a substantial decrease in freight 
expense during the current year, 
coupled with an increase in purchases. 
Obviously, on the surface an increase 
in purchases, assuming the same sup- 
phers and type of business, should 
result in an inerease in freight ex- 
pense. This statement alerted the cli- 
ent to check into the preceding year 
to ascertain whether all of the freight 
payments that year were proper. If 
an employee of the client is to be 
confronted with evidence gathered by 
the auditor, it should always be done 
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by the employer, not the auditor, and 
preferably in the presence of the cl- 
ent’s attorney, or, aS a minimum, 
under his guidance and direction. 

In this connection, it is important 
to avoid forewarning suspected em- 
ployees in the initial stages, at least 
until management can make plans to 
take over records handled by the sus- 
pected employee. These very records 
may be needed to prove the extent of 
the loss to the chent. 


Advice to Management 


The best advice an auditor can give 
to management on what action to take 
is to contact, first, their attorney, and 
second, the bonding company. 
Thirdly, corrective measures should 
be recommended to prevent further 
losses, particularly if there are sev- 
eral parallel positions. For an ex- 
ample, a method of cheating a chent 
was discovered involyine’ a salesman- 
driver (one of 40 similar employees). 
Since this method of defalcation may 
have been known to others in this 
group of employees, it is important to 
plug the weaknesses and deficiencies 
in internal control which made the 
defalcation possible. At this stage of 
the proceedings, there should be an 
understanding reached with the eli- 
ent, and probably his attorney and 
the bonding company, as to the extent 
of the auditor’s continued examina- 
tion, bearing in mind available limits 
of insurance or other assets 
which recoveries may be made. 


from 


The foregoing suggestions which 
have been enunciated can be illus- 
trated by the case of an embezzler 
whom we shall call *‘Poker-Playing 
Pete,’’ because alleged poker win- 
nings were the ascribed source of his 


affluence. In the interests of brevity, 
we will not go into the background 
of what aroused the suspicions of the 
auditor, and the background of the 
employee and employer. Suffice it to 


say that the employer bragged about 
his short-cut methods, and ignored 


the suggestions of the auditor regard- 
ing improvements in internal control. 
A scrutiny of cash discounts allowed 
to customers disclosed a discount 
which appeared to be inconsistent 
with the customer’s normal 2% terms. 
Without asking any questions of the 
bookkeeper, the auditor went to the 
customer’s file and found a remittance 
advice. Generally, all remittance ad- 
vices from customers were destroyed 
and duplheate deposit tickets were not 
kept. 

Next, the auditor contacted the 
bank, without the chent’s knowledge, 
indicated his suspicions and requested 
duplicate deposit tickets for certain 
days on which eash discounts ap- 
peared to be irregular. While all this 
was going on, the embezzler com- 
plained to the auditor about the lack 
of internal control but added, ‘‘Of 
course, no cash is handled.’’ To para- 
phrase an old saying, ‘‘The stolen hat 
burns on the thief’s head.’’ After! 
having proved that the amount Re | 
ally received from the customer was | 
understated, with the proceeds of the} 
understatement being credited to a 


war bond deduction account in favor! 
was) 


of the embezzler, the client 
phoned (he was away in Florida on 
vacation, as all good clients should 
be during the auditor’s busy season) 
and he didn’t think it important. 
enough to come home immediately. 
However, after thinking it over, he: 
agreed that the auditor should con- 
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tact his attorney, present the evidence 
to the attorney, and let the attorney 
determine the course of action. The 
attorney confronted ‘‘Poker-Playing 
Pete’’ in the offices of the client and 
attempted to gain his confidence, as- 
suring him that he wanted to help 
Pete by knowing the extent of what 
had been done. Actually, it is com- 
mon knowledge that an embezzler 
will only admit to that which he 
thinks is known to the discoverer. In 
this instance, the auditors partici- 
pated in the search for assets of the 
embezzler, as well as a detailed de- 
termination of the extent of the loss. 
In addition to the manipulation of 
‘cash discounts, there were other types 
of irregularities involved. The client 
recovered $67,000.00 including a sub- 
urban home, stocks and bonds and 
other assets of the embezzler. The 
skill with which the embezzler was 
handled by the attorney contributed 
in a great measure to the recovery of 
these assets. 


Responsibility to the Public 


In addition to the C.P.A.’s respon- 
sibility to the management, there also 
may be responsibilities to ‘‘pubhe 
stockholders’’—and_ possibly to the 
general public in the event fraud is 
discovered. Obviously, if the defal- 
cation was of such an extent as to 
have a material effect on the finan- 
cial statements, appropriate disclo- 
sure would have to be made, and if 
the extent was not ascertainable, an 
opinion might have to be denied. The 
possibility of common law lability to 
third parties (as discussed in the 
‘Ultramares case), and statutory lia- 
bility to third parties (see the Securi- 
ities Act of 1933 and the Securities 
Exchange Act of 1934) should always 
be borne in mind by the auditor. In 
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this connection, the landmark book 
published by Saul Levy, under the 
auspices of the American Institute of 
C.P.A.’s, entitled Accountants’ Legal 
Responsibility is a must reading for 
every practitioner. In discussing 
some of the legal responsibilities of 
public accountants as a result of the 
enactment of the two basic S.H.C. 
Acts referred to previously, Mr. Levy 
states ‘‘The rule of the Ultramares 
case has been here enacted and that 
there would not be lability to third 
parties for mere negligence where the 
good faith of the accountant is estab- 
lished.’’ 

The practitioner must also be con- 
cerned about the professional ethics 
involved in reporting wrong-doing on 
the part of the clent, of a nature 
which cannot be corrected or be dis- 
closed in the financial statements or 
the accountant’s report. In John IL. 
Carey’s Professional Ethics of Public 
Accounting, it is unequivocally stated 
that the accountant ‘‘should not. vol- 
untarily inform even those who may 
be injured by the client’s acts. He 
must remember that he is engaged 
because his professional status marks 
him as one who can be trusted, and 
he must not violate that trust, though 
it be reposed in him by a chent who 
proves to be unworthy. He may, and 
should, get rid of the dishonest chent, 
but he should not break the confi- 
dential relationship.’’ 

Even under the rules of the Treas- 
ury Department, an enrolled agent 
has performed his duty when he has 
notified the taxpayer that a violation 
has been committed. If the chent re- 
fuses to rectify the situation, the ac- 
countant should withdraw from the 
engagement and in his letter of with- 
drawal should give reasons for his 
action. The foregoing is quoted from 
a summary of opinions expressed by 
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committees on professional ethics of 
the American Institute in response 
to actual inquiries regarding the re- 
sponsibility of the accountant in tax 
evasion. 


Effect of Fraud Discovery 


So much for the public; what pos- 
sible difference in the auditor’s con- 
duct should exist if the fraud is 
uneovered by audit or discovered 
independently of a C.P.A.’s audit? 
Frequently, frauds are discovered by 
accident rather than by the work of 
the outside auditor. Irrespective of 
whether the fraud has been discovered 
by the independent auditor or other- 
wise, the strain on the relationships 
with the client are severe. Obviously, 
if the certified pubhe accountant dis- 
covers the fraud, he has a_ better 
opportunity to protect his reputation, 
to insure a continued professional re- 
lationship with the chent by extend- 
ing his work, and to ascertain for 
himself whether his prior examina- 
tions were deficient or should have 
disclosed the irregularity. 

In this connection, the importance 
of written communications to the eli- 
ent confirming the scope of the en- 
gagement and annual letters con- 
eerning internal control deficiencies 
cannot be overemphasized. It has 
been the practice of some firms. to 
state, in their letters acknowledging 
auditing engagements, that the pur- 
pose of their engagement is not to 
determine fraud, but such irregulari- 
ties as may come to their attention 
will, of course, be reported to the ¢li- 
ent. Further, some firms repeat simi- 
lar language every single year. Obvyi- 
ously, an auditor who has sent such 
a letter to his chent, and has reported 
internal control deficiencies which he 
observed during the course of his 
limited tests of the client’s records, 
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is in a much better position to safe- 
guard his professional reputation and 
his relationship with the chent than 
one who has failed to communicate to 
his client in such a vein. Auditors 
must make their clients understand 
the limitations of their work and that 
the principal function of the inde- 
pendent public accountant in an opin- 
ion examination is to do such work 
as will enable the auditor to express 
an opinion on the overall fairness 
of the financial statements. 
Obviously, if one bright sunny 
morning a call is received from a 
client who advises that a defalcation 
has been discovered, the auditor’s first 
concern, upon recovering from the 
shock, must and should be, ‘‘ Wherein 
have we failed our chents?’’ Cer- 
tainly, if there is any possibility of 
neghgence on the part of the examin- 
ing accountant, he should review his 
position with competent legal counsel. 
The old adage of ‘‘ He who represents 
himself has a fool for a elient’’ has 
been proved over and over again. If 
there has been clearcut written com- 
munication with the client as to the 
scope and limitations of the engage- 


ment, the client may still be lost, but | 


the possibility of more drastic legal 
action against the examining account- 
ant may be forestalled. 


The Position of the New Auditor 


Frequently, the discovery of a 
fraud impels the client, no matter 
how unjustified his actions may be, 
to change auditors. The unwary new 


auditor may gain more than a client, | 


possibly serious headaches or worse, 
unless he adheres to the following 
rules of professional conduet and 
good common sense. First, he should 
contact the prior auditor. At best, 
the client may have been guilty of 


contributory negligence in the face. 
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of limitations on the scope of the en- 
gagement and internal control defi- 
ciencies repeatedly called to his atten- 
tion by the former auditor—or at 
worst may have participated in or 
condoned fraud. Next, caution should 
be exercised in commenting on the 
work of professional colleagues. They 
may have done excellent work within 
the scope and limitations of their en- 
gagement and still failed to uncover 
the fraud. The scope of the work 
to be performed and the fee arrange- 
ments should be determined in ad- 
vance since the detailed investiga- 
tions involved in fraud examinations 


In 1942 Thompson Products bought 
a lathe. The cost was $12,000. Under 
Federal tax laws the cost could be 
depreciated over a 14-year period. So, 
several years ago when the lathe had 
to be replaced, Thompson had $12,000 
set aside plus an additional $1,000 
which was the resale value of the 
old lathe. However, in 1956 a lathe 
that would perform the same fune- 
tions as the old model that had sold 
for $12,000 in 1942 was selling for 
$35,000 and a new model with attach- 
ments to meet the advanced needs of 
the industry cost $67,000. So the com- 
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can be very costly and time-consum- 
ing. 

One recurrent theme is evident 
from the preceding paragraphs: the 
importance of better communication 
with the client as to the extent and 
limitations of the work of the outside 
auditor, and the reasons underlying 
the same. If the client adequately 
understands these matters, better cli- 
ent relationships will result, and, in 
the event a fraud is discovered, a 
sound foundation will have been es- 
tablished which may very well serve 
to retain existing professional rela- 
tions. 


Firm Needs $1,250,000 To Replace Lathe 


pany found itself with only $13,000 
to buy a $67,000 piece of equipment. 
The additional $54,000 had to come 
from profits. But in order to clear 
$54,000 Thompson had to make a 
profit of $112,000 before taxes, and in 
order to make that much profit the 
company had to sell more than 
$1,250,000 worth of products to ecus- 
tomers. It took a million and a quar- 
ter dollars in sales for the company 
to replace one lathe. 


Florida Crown—February, 1961 


Gainesville Chamber of Commerce 


How the Crime Insurance Function is 
Related to the Services of Account- | 


ants 


The Insurance Agent 


In the never-ending war waged 
against the forces of fraud and dishon- 
esty the businessman’s most effective 
weapon by far 7s what he is able to do 
for himself in the selection and super- 
vision of personnel and in the physi- 
eal protection he provides for com- 
pany property. While the burden of 
the battle falls heaviest upon hin, 
he has in close support the formidable 
forces of the certified public account- 
ant for preventing, detecting and 
measuring fraud loss and the powers 
of the legal profession and law en- 
forcement agencies in the prosecu- 
tion and punishment of the perpe- 
trators. Finally, there also stands 
available to the businessman the ex- 
tensive resources of the instance in- 
dustry. The basic support function 
of imsurance is money, and in such 
sums as will largely make him whole 
if the insurers have been permitted to 
do the kind of job they are capable of 
doing. 

Unfortunately there exists in the 
ranks of these several groups men 
who believe their profession to the ex- 
clusion of one or more of the others 
can alone successfully win the war 
against dishonesty: We are all, in a 
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And Fraud 


By Clifford R. Hinton, Jr. 


| 
| 
! 


word, not allies but competitors. Only | 
through the combined efforts of all! 
the forces aligned against fraud, each | 
fully cooperating with the other, can, 
any one group hope to do an effective, 
job. 

At the outset it meht be well to| 
clarify the objectives of these com-| 
ments. We hope to give the me. | 
accountant a sufficient feeling and} 
understanding of the erime insurance} 
function so that he can appreciate its 
proper role in relation to that of his 
own profession. These particular com-} 
ments are confined to crime insurance; 
in the commercial and industrial! 
fields exclusively, thereby eliminating} 
‘*Personal Lines’’ insurances and the 
broad field of surety bonds. | 

We can now proceed by accepting 
as fact that until society produces 
employees who invariably do wha 
they are supposed to do, and nothing 
else, the services of the bondsmar 
will be required and business will be 
brisk. But the application of crime 
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Insurance is broader than mere em: 
ployee dishonesty coverage for rea) 
sons which I shall now endeavor te 
make clear. | 


Fraud or dishonesty, to exist, must 
de caused by people. And, when your 
shents weigh these perils to their 
ousiness they can divide all people 
ito just two groups: (a) their own 
amployees, and (b) everybody else. 

Of these two groups the most haz- 
ardous to the businessman by far is 
che employee group. Who better than 
chey can know the nature and where- 
abouts of his property and how it is 
received, protected, distributed and 
disbursed? Having access to it, if not 
ulready in partial or full control, who 
‘s in better position to steal it if they 
are so inclined? Any soundly con- 
structed crime insurance program 
cakes cognizance of this premise and 
s built upon a foundation of ade- 
jyuate employee dishonesty coverage. 

Business victims of fraud or dis- 
onesty may soon discover, however, 
chat they cannot always know if an 
employee caused their loss, or being 
-onvineed he did, cannot prove it to 
che satisfaction of others. Insurance 
nderwriters, hardly being able to 
<now more about their client’s opera- 
ons than does the chent himself 
(and further lacking such divinely 
conferred insights and immunities as 
would permit them to identify and 
ecuse the culprit), offer in remedy 
various supplemental coverages which 
2an minimize or eliminate many vex- 
tious claim situations caused by per- 
sons unknown. Ineluded in this latter 
slassification, for example, is so-called 
“AIL Risk’’ insurance on money or 
securities, plus various other property 
overages, which insure beyond mere 
oss by theft or fraud. 

It so happens that thoroughly de- 
railed, amply qualified analysis of 
>very crime insurance form and en- 
lorsement presently available would 
ssume the proportions of a metro- 
dolitan telephone book and would be 
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about as interesting to read. So our 
analysis must be brief even though 
brevity compatible with clarity is a 
rare (and somewhat risky) achieve- 
ment for an insurance man. If we 
can remember our analysis makes no 
pretense of being a Magna Charta of 
the insurance world, it will serve our 
purposes well enough. 


Property Covered 


Normally, this includes property 
owned by the insured; property of 
others for which the insured is legally 
hable; and property of others in their 
custody whether legally liable or not. 


Perils Insurable 


Normally, direet loss caused by— 

Fraud or dishonesty of employees’ ‘‘ All 
Risk’’—(per form) of money and _ se- 
curities while 

—on premises 
—with defined messengers 
—in recognized places of safe deposit 

Robbery (hold up) of property other than 

money and securities while 
—on premises 
—with defined messengers 

3urglary (visible evidence of forcible 
entry) of safes or vaults 

Forgery of checks 

Forgery of securities other than checks 

Premises Burglary (visible evidence of 
forcible entry when closed for business ) 
or ‘*Theft,’’ of material, merchandise, 
equipment, ete. 

Reeords destruction — named 
‘¢ All Risk’? (per form ) 

—on premises 
Sal, Taeenaysine 


perils or 


Policy Forms 


In the main, the insurable perils 
enumerated above are covered under 
policies issued by casualty insurers. 
However, some of these perils can 
also be covered by policies issued by 
fire and marine insurers, particularly 
respecting risks in transit including 
the mails. 
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Coverages can be written to apply 
‘‘Snecifically’’ (per person, item, lo- 
cation, ete.) ‘‘Scheduled’’ (itemized), 
‘*Blanket’’; or in combination 
thereof. 

Coverages can be written under 
separate policies, or combined in 
‘‘Package’’ contracts of which there 
are several forms available for stand- 
ard risk classifications. 

Special package contracts are avail- 
able to unique risk classifications such 


as financial institutions, railroads, 
ec. 
With all the coverages, whether 


written specifically, scheduled, or 
blanketed, under separate policies, or 
in packages, there are available by 
endorsement countless options, the 
total effect being one of flexibility and 
permitting the underwriter and the 
insured mutually to adapt coverage 
to fit recognized exposures of a given 
risk. (For this reason, among others, 
true manuscripts covering new sub- 
missions are now virtually extinct.) 

Forms designed for use separately 
covering any one of the insurable 
perils enumerated generally exclude 
other perils that can be insured by 
other separate perils policies. For 
example: the standard ‘‘All Risk’’ 
coverage on money and securities ex- 
cludes among other things Employee 
Dishonesty, or loss by Forgery; the 
standard Merchandise Burglary Form 
excludes employee dishonesty ; and so 
on. It is therefore vitally important 
when such individual peril policies 
are employed that they be purchased 
in such proper combination (and 
from the same insurer) as to minimize 
or eliminate the 


insurable gaps in 


total coverage purchased. 


The prime virtue in the ‘‘package”’ : 
contract is that the margin for such | 
errors has been largely eliminated | 
from them, and these package forms 
are daily making many of the people 
buying and selling them far more | 
astute at the task than they really | 
are! Before leaving the subject of | 
policy forms several points are worthy | 
of special mention : 
—Limits of insurance are not cumu- 
lative from term to term. 
—Burden of proof of loss is on the | 
insured. It is never on the insurer. — 
—Expense of proof of loss is the in- 
sured’s except in the rare instances 
when the form provides claims ex- 
pense coverage which is usually 
limited in scope and amount when 
included. 


Two restrictions are normally! 
found in employee dishonesty cover- 
age that commonly cause trouble: 


1. The insured automatically becomes 
a self insurer as to that employee | 
the moment he has knowledge the 
employee has been dishonest in his} 
employ or elsewhere. 

2. Inventory ‘‘shortages’’ are not 
covered in the absence of proof it 
was caused by an employee. Inj 
the absence of proof the ‘‘short-! 
age’’ is simply outside the scope 
of employee dishonesty insuranee.! 

Without doubt this problem has; 
been the source of more anguish} 
in the servicing of this form of? 
insurance than all other problems 
combined. I here quote the exclu 
sion found in a currently stand 
ard Blanket Bond form: 

‘“This Bond does not apply to loss. 
or to that part of any loss, as the case 
may be, the proof of which either as 
to its factual existence or as to its 
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amount, is dependent upon an inyen- 
tory computation or a profit and loss 
computation; provided, however, that 
this paragraph shall not apply to loss 
of money or other property which the 
Insured can prove, through evidence 
wholly apart from such computations, 
is sustained by the Insured through 
any fraudulent or dishonest act or acts 
committed by one or more of the Em- 
ployees.’’ 


~The language pertaining to this re- 
Yriction may vary from form to form 
ut the intent is always the same: 
o proof—No coverage. 


Controls and Underwriting 
Requirements 


_Employee Dishonesty Insurance. 
here can be no doubt this is a 
ubject of specific imterest to the 
racticing accountant. Underwriting 
‘quirements as to controls vary de- 
ending upon the nature of the ex- 
sure and the attitude of a given 
surer to a given class of risk. In 
any instances these requirements 
‘e fairly simple and in others quite 
tailed with special emphasis placed 
1 certain operations or employee 
itegories. This variation in under- 
riting policy in many instances can 
traced to the specialty a given 
surer has made of certain risk classi- 
vations, or perhaps is rooted in 
ther expensive underwriting lessons 
arned insuring given types of oper- 
ion. 

Space does not permit anything but 
e slightest treatment of the subject, 
it generally the following require- 
ents are minimal for risk accept- 
1ce : 

Periodic outside audit (C.P.A. 
| preferred) which may or may not 
include a physical inventory. 
Joint control of securities. 
Countersignature of checks issued. 


4. Monthly reconciliations of bank 
statements by personnel other 
than those normally involved with 
deposits or withdrawals. 

5. In the event of loss history details 
as to the manner in which the 
losses were perpetrated and the 
corrective steps taken in prevent- 
ing recurrence. 


It is the underwriting policy of 
some insurers to accept or reject a 
risk as they find it. Others may make 
detailed recommendations as a con- 
dition of risk acceptance. Failure 
by the insured to exercise a given 
control rarely constitutes a breach of 
warranty thereby nullifying coverage. 

Undoubtedly an effective account- 
ing control has many good character- 
istics, but In my opinion two are 
paramount: duality and timing. By 
duality we mean that two or more 
people check an item, transaction or 
operation as often as feasible. (AI- 
though no one has yet conceived an 
ultimate defense against collusion, 
the duality characteristic is vital.) 
The element of timing could mean 
minutes, days, or months, depending 
on the situation. Save in those situ- 
ations where exposures permit a 
thief in one act to abscond with size- 
able amounts of money or property, 
it must be appreciated that big losses 
all start small or relatively small for 
the operation involved but are per- 
mitted to build by repetition without 
detection, and it is here the timing 
element as to frequency and surprise 
is of utmost value. 

Controls are desirable because they 
may make fraud more difficult and 
thereby reduce the frequency and ex- 
tent of loss. But, if controls could 
in themselves prevent loss, most of 
the men in my field would have had 
to find other work long ago. It is sad 
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but true that experience indicates 
when an employee is determined to 
steal he can do some damage and too 
often a great deal of damage. Con- 
trols are designed and implemented 
by fallible men. How often the in- 
surers and the certified public ac- 
eountant discover too late the vast 
difference between the way a control 
has been carefully set up and the way 
it is actually operated! Beware any 
man who would put his whole trust in 
controls! 

These remarks should not be con- 
strued as an indictment of controls. 
Controls haven’t been tried and found 
wanting—they haven’t been tried at 
all—to an extent approaching their 
potential value. The public account- 
ing profession has a challenging op- 
portunity to rectify this deficiency 
through an ever stronger educational 
emphasis as they counsel their chen- 
tele. And, it would be a boon to all 
of society, as well as the world of 
business, if the certified public ac- 
countant and the businessmen could 
together be taught to think fraud, and 
suspect fraud, far more often than 
they do. 

Common Problems. There is a wise 
old adage to the effect that ‘‘experi- 
ence may be the best teacher but 
experience is the teacher of a fool.’’ 
Too many times I have richly earned 
the latter appellation by acquiring 
much of my education in crime in- 
surance the hard way. Fortunately I 
have never held a monopoly on all 
the ills that beset this field and what 
follows is therefore, thankfully, a 
partial list of the problems common to 
the issuance, purchase and servicing 
of crime coverages any one or all of 
which can deprive the insured of 
maximum. benefit of the insurance 
carried and make loss recovery diffi- 
cult if not impossible. It is so much 
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easier to prevent trouble than to cure 
it. For those readers who enjoy the 
exhilaration of doing business the} 
hard way I now gratuitously offer 
few ‘‘failures’’ any one of which, iff 
diligently applied, can guarantee 
trouble and dissatisfaction. 


Programming and Purchasing 


Most troubles start here. The fol 
lowing points are basic and absolutely 
essential to poor programming : 
Failure to make a periodic, thoroug 

analysis of all exposures to be in) 

sured by someone competent in thij 
field of insurance. Failure to do s¢ 
courts disaster from the beginning 

(not appreciating the inherent naj 

ture of the coverage, applicanty 

sometimes deny full information tj 
the insurance man). 

Failure to purchase the crime covey 
age carried on a given risk from th 
same insurer. Since the respectiy 
coverages complement each other é 
many points, this failure needlessll 
risks conflict of interest in loss ac 
justments between two or more ea 
riers. 

Failure to carry adequate limits. D 
termining an adequate lim 
shouldn’t be too difficult in mo 
cases as these are essentially pro 
erty insurances. As exception, al 
an old bugaboo, is the case of ex 
ployee dishonesty coverage. Ho 
ever, we now have in adjunet 
valuable tool in the Surety Ass 
ciation of American formula 
computing minimum limits 
Commercial and Industrial risl 
Risks in the Financial Instituti 
category usually have as a eui 
the regulations and requiremer 
of Supervisory Government F 
reaus or Governing bodies. 


which is almost always preferable 
to specific or scheduled coverage. 


dering, Issuance and Servicing 


ulure to name accurately the in- 
sured including naming of subsidi- 
aries and affilated interests, ete. 


nlure to effect coverage concurrent 
with prior expiration dates thereby 
creating a gap in continuity of 
coverage. 


Ge: . 

vilure to amend specific or scheduled 
overages as changes occur in ap- 
plicable exposures. 

ulure to retain for permanent safe- 
keeping (where necessary) super- 
seded policies. 

nlure to notify insurance advisors 
when exposures move or are cre- 
ated outside territorial limits pro- 
vided in coverage carried. 

vlure of insured to keep verifiable 
books and records of insured prop- 
erty in such a manner that can 
permit accurate determination of 
the amount of loss. 

wlure to comply with coinsurance 
requirements where necessary. 
nlure to maintain protective devices 
or services when warranted in the 
policy. 

aims 

wlure to notify insurer of loss 
within time provided by polhey 
form. 

lure to file proof of loss within 
time allowed by insurer. 

vilure of insured to cooperate with 
the insurer—including action taken 
by insured prejudicial to the in- 
surers’ rights under the policy or 
insurers’ subsequent rights to sub- 
rogation and salvage. 


Falure to notify law enforcement 
agencies aS may be required by 
policy. 

Faulure of the insured in eases of 
Employee Fraud to notify and re- 
ceive consent of the insurer prior 
to making a settlement with and/or 
releasing of the principal. 


The field of claims, particularly re- 
specting actual or suspected Em- 
ployee Fraud, can be a true fool’s 
paradise. Experienced as some CPAs 
are with the problem of Employee 
Fraud, it must be appreciated that 
major imsurers average upwards of 
one hundred new claims a day, and 
this too can make for a formidable 
amount of experience! Public ac- 
countants can render their clients a 
real service by exercising their influ- 
ence to encourage chents to establish 
early communication with the claims 
people and keep the lnes of com- 
munication open until the matter is 
entirely settled. Little is ever lost by 
bringing a loss report to the insurer 
too soon, and their counsel as to how 
to proceed can be invaluable. 

It would be ideal to be able to state 
the exact course of action insurers 
invariably take upon notification of 
loss. If there is an industry-wide 
procedure exercised at this point in 
the history of a claim the writer is 
not aware of it. The actions of the 
claim man are apt to vary depending 
upon the potential seriousness of the 
known facts, availability of person- 
nel, company policy and other cir- 
cumstances. It has been my experi- 
ence that while many Employee 
Fraud cases bear an outward same- 
ness, they tend to have or ultimately 
develop individual characteristics. 
Perhaps for this reason claims people 
seem to approach these losses one at 
a time. 
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A Final Word About Claims 


Remember, burden of proof and 
expense of proving loss is upon the 
insured. Basically, proof of loss can 
be broken down into two parts: 


1. Proof of an act or occurrence cov- 
ered by the policy ; and, 
2. Proof as to the amount of loss 


thereby caused. (Claim men, 
strong men all, can be reduced to 
helpless laughter by being asked 
to accept ‘‘projections’’). 


The writer has seen many claims 
reduced or denied by the insurer (and 


One Potato 


When Lewis H. Brown, the go- 
getter president of the great Johns- 
Manville Corporation, was a schoolboy 
in Creston, Iowa, his father sent him 
to the cellar one day to trim a pile 
of potatoes that had sprouted vig- 
orously. When Lewis saw the dimen- 
sions of that mountain of potatoes, 
each one apparently wearing whisk- 
ers, he was appalled. 

The first session he spent mostly in 
calculating how many potatoes there 
were in the pile, and how many 
sprouts would have to be rubbed off, 
and how long the irksome task would 
keep him away from his playmates. 

The next afternoon he again did 
more worrying than work. It would 
take him an eternity to finish such a 
staggering chore. He couldn’t muster 
any heart to tackle in earnest such a 
hopeless job. 

When his father dropped down to 
see how the work was progressing, he 


20 


properly so) where one or both of the 
above parts are incomplete or missing 
in the claim submission. Insurance 
coverage exists to pay losses. How- 
ever, prior to effecting coverage, th 
insured and the insurance man should 
always be realistic about the possi 
bility of loss of a nature where proof 
may be difficult, if not impossible, tq 
produce. 
But be of good cheer! In recent 
years policy holders have managed te 
sustain claims against the various 
Crime Insurers annually 
wards of $100,000,000. 


rat 
Ci) 
| 


‘i 


at a lime 


saw that hardly a start had _ beew 
made. He wanted to know why. Lewi 
poured out his tale of woe, explain 
ing his caleulations, and that he woule 
never be able to finish the job. 
The father wisely refrained frort 
scolding. Instead he picked up a p 
tato, rubbed off the sprouts, and qui 
etly remarked: ‘‘Just do one potat 
at a time, my son, and don’t worr: 
about the rest.’ And he proceede 
to trim several more as an examplé 
until quite a dent had been made i 
the mountain of potatoes. Inadver 
ently, the elder mentioned a ecireu 
that was coming soon, with excitin! 
descriptions of the marvelous stunt 
advertised. 
When Lewis was called to his evé 
ning meal, he noticed that the pi 
of trimmed potatoes was even large 
than the pile yet to be trimmed. T 

mountain had been removed. 
Forbes Magazn 
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The Accountant's Relation to the Pub- 
lic Prosecutor After Fraud is Uncov- 


ered 


Wmbezzlement, Fraud 
nd the oat 


Abbey Blattberg 


ecountants often wonder what to 
when fraud is uncovered. Should 
- immediately notify the proper 
enforcement agencies? What 
s should be taken? Without ques- 
the first thing to do in such a 
ation is to notify the client. His 
sion is controlling since the ae- 
itant is merely the agent who 
t be bound by the principal’s in- 
ctions. 
owever, the real dilemma occurs 
n the client asks for the account- 
s advice. Should he advise the 
ut to notify the law enforcement 
icies? Will this result in adverse 
heity? Should disclosure be made 
1e guilty party that his crime has 
1 discovered? Will any of these 
S prevent tracing the stolen funds 
ybtainine restitution? 


erse Publicity 


erhaps it is well to discuss first 
worry many clients seem to have 
it adverse publicity. 

ost of the time such anxiety is 
lless because most defaleations are 
newsworthy. As with the report- 
of most crimes, even murder, if 
mention at all is made of an em- 


bezzlement in the press, the report 
is generally presented from a factual 
point of view. 

Of course, there are exceptions. 
Bank defalcations, such as the recent 
ones in Iowa, are intriguing and have 
great reader interest because of their 
wide ramifications and the number 
of persons involved. From statisties 
that I have seen, there is an average 
of a murder a day in Cook County, 
yet very few of these crimes are con- 
sidered newsworthy by the press. The 
average person, even though he reads 
both a morning and an evening news- 
paper, is shocked to learn that there 
are so many murders. 

Similarly, not all defaleations are 
newsworthy. I would almost dare any 
of your clients to try to get into print 
with every defalcation you report to 
the law enforcement agencies. 

Besides, people do not necessarily 
take a dim view of such news. These 
are things which happen every day. 
Sometimes we tend to be overly sensi- 
tive. From many years of experience 
I have found that clients too are 
overly sensitive. Such matters, even 
if noted in the press, are soon forgot- 
ten. Perhaps our clients really have 


guilty consciences because they have 
been sloppy, neghgent, or overindul- 
gent in allowing practices to develop 
which resulted in some employee tak- 
ing advantage of a situation. 

There is no way anyone can assure 
a client there will be no publicity 
once the matter is disclosed to law 
enforcement. officials. However, the 
best way to avoid any publicity is to 
treat the matter in the regular course 
of business. The prosecutors’ office 
receives such complaints day in and 
day out. Countless warrants are 
sworn out each business day in Cook 
County. The best way to avoid un- 
favorable publicity, if possible, is for 
the client to retain an attorney who 
is familar with such matters when 
contacting the law enforcement. offi- 
cials. 


Preparing a Case 


Once the shock of disclosure has 
subsided, the average chent wants to 
know how to get back the monies 
stolen from him. If he is lucky he 
can trace the funds; or, he may have 
his employees under bond; or, he may 
be able to force the culprit to make 
restitution. Whatever the situation, 
it is usually necessary to prove what 
was stolen, when, how, and by whom. 

Whatever the situation may be, 
there should be an immediate, thor- 
ough, and complete investigation of 
the situation. All records and books 
should be secured so that they will 
be available for proof and evidence 
if necessary. At this stage care must 
be taken not to tip the facet to the 
culprit that his employer has dis- 
covered the defaleation. In some cases 
it has been necessary to have dupli- 
cates made, such as photostats, ete.. 
of the necessary books and records, 
replacing the originals so that no sus- 
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picion would be aroused prematurel] 
in the guilty party. 

One ease stands out in my mind ¢ 
illustrate this point. The accounta 
worked right through a holiday wee 
end so that no unauthorized persq 
would learn of the discovery of t 
fraud. 

In this case the culprit used 1 
eradicator to eliminate certain entri 
on the books to cover up the moni 
he had taken. Without this person} 
knowledge the accountant consultd 
the prosecuting attorney. These r 
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ords were then submitted to the crin) 
detection laboratory. Fortunately t 
type of ink used in keeping th 
books was sensitive to chemicals 
plied to the paper. The chemicd 
restored for a short period the writiij 
which had been eradicated. Dur} 
the period in which the writing W 
restored pictures were taken of t 
entries. As a result the invoices, wi 
their numbers, dates, names and ¢ 
counts were identified. These s 
sidiary records and documents w 
sought out. The customers involy 
were asked for their checks in pe 
ment of these invoices. Lo and — 
hold, some of the checks were fow 
to have been re-endorsed by the ¢ 
prit and deposited into his own ba 
account. 

Such evidence helped convinée ~ 
client that there was proof beyonce 
reasonable doubt that an embez 
ment had taken place, when, 1 
much, and by whom. When I 
quested the complainant (the clie 
to sign a complaint charging the « 
prit with embezzlement, there 
absolutely no hesitation in doing 

We were then able to arrest 4 
employee on a warrant. All the boc 
records, documents, and pictures: 
the temporarily restored books w 
at hand. The defendant was q 
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ad at once. It goes without saying 
he confessed at once. He was 
illed to see that so much was 
wn. The client in this case had 
ry good recovery because the em- 
ee was bonded. In addition, he 
able to recover some of the stolen 
ls as well as property purchased 
these funds. 
any points are illustrated by this 
. First of all, there was no ad- 
e publicity. The arrest of the 
ndant was noted in the press, but 
re say that no one of the present 
ers of this article, outside of the 
jes in the case, paid the least 
|. The preparation made in ad- 
-e of the disclosure to the defend- 
was ideal. The proper steps were 
n, the echent had returned to him 
t he had lost, and the defendant 
t to the penitentiary. 
have always found such course of 
mor procedure best because ex- 
ence has proved that disclosure 
he discovery of the fraud to the 
ty party started a series of events 
1 which there was no turning’ 


90 often there are improper pre- 
ions taken by the client, the ac- 
itant, and the client’s attorney. 
worry about adverse publicity 
getting restitution causes pre- 
are disclosure to the culprit. Be- 
adequate evidence is obtained to 
fe an embezzlement or other crime 
chent confronts the guilty em- 
ee. He immediately promises to 
y all the stolen money. This 
mise causes relaxation of the prep- 
ion of a case against the culprit. 
juently, under such circumstances 
ind the guilty employee consults 
ttorney who recommends that the 


employee back down from the restitu- 
tion offer. Sometimes the guilty em- 
ployee manages to lose important 
records and documents. In such situ- 
ations the client winds up the loser. 
The chent loses because if he swears 
out a warrant when there is not suffi- 
client evidence to obtain a conviction, 
he opens himself to a suit for mali- 
cious prosecution. He loses because 
he no longer has any leverage to force 
restitution. He loses because the 
bonding company may not pay when 
there is inadequate proof of loss. 

No one can attempt to set out any 
hard and fast rules which must in- 
variably be followed. No two cases 
are ever exactly the same. Each case 
is hke a voyage on an uncharted sea. 
No one knows in advance what course 
will be best to follow nor where it 
will lead. 

No one can assure there will be no 
publicity ; no one can guarantee res- 
titution; no one can be certain of a 
prosecution leading to conviction. 
Then too, since circumstances in each 
case vary, no one is certain of the 
right or correct moment to call in 
the prosecutor. 

Sometimes despite the best efforts 
of the accountants, the client, and the 
attorney, there are not sufficient rec- 
ords to obtain a conviction for em- 
bezzlement. This situation need not 
be disastrous. 


Embezzlement May Not Be the 
Only Action 


Two cases stand out in my mind at 
this time to illustrate that legal action 
may be based on charges other than 
embezzlement. 

In the first case over $30,000 was 
missing. The client whose funds were 
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missing in this case was a credit 
union. The accountants and attorneys 
worked feverishly to nail down the 
facts, but many records were missing. 
A cursory examination at the place 
of business made it evident that an 
embezzlement had occurred, but proof 
was lacking. Because of the missing 
records we were unable to prove how 
much money the client firm had taken 
in and disbursed. 

We then learned that the culprit 
had purchased a home and had writ- 
ten checks on the credit union for the 
down payment. He had misrepre- 
sented to the officials who signed the 
checks some of the facts and thus ob- 
tained their signatures by false pre- 
tenses. We found these checks. How- 
ever, they were several years old, and 
no prosecution could be based on 
them because the statute of limitations 
had already run. 

The guilty person happened to 
come into the office of the chent while 
the examination was in progress. By 
engaging him in conversation we 
learned to our amazement that he had 
boxes of records and checks in the 
trunk of his automobile parked just 
outside the building. He agreed to 
return these records, and when they 
were brought in we found two checks 
which the defendant had forged. He 
had used these checks to purchase a 
Cadillae motor for his new Ford. The 
defendant had stored these checks in 
this same auto. 

Due to the technicalities of the law 
setting out the requirements for the 
various crimes, and due to the tech- 
nicalities of the law on questions of 
evidence, there were certain crimes 
which we were sure had been com- 
mitted here but which could not be 
proved. Yet we were able to find 
evidence of forgery, still another 
crime, which we could prove and 
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against which the statute of limite 
tions had not run. 

Here, a large company was iy 
volved. It did not hesitate to call i 
the law enforcement agency. It di 
not worry about bad publicity. T 
bonding companies involved paid o 
the claims the chent made under 1 
bond. The defendant made restit) 
tion in part with the items he he 
purchased. Then too, there was pros 
cution resulting in the defendai 
going to the penitentiary. Due co 
sideration was given him in the pe 
alty assessed for his co-operation. 

The other case followed some of | 
same pattern. Records were missit f 
probably purposely and convenien 
so. No embezzlement could be estay 
lished as a result. But again we we} 
able to prove a charge of forge 
The bonding company made good t 
loss to the extent of the bond. Til 
defendant too went to the penit 
tiary. 


; 


I 
‘ 


In each of the above cases a detail 
confession was obtained with 
available records present. They w 
all identified by the defendant. 
sides, the confession was taken un 
such circumstances that it co 
hardly be thrown out of court la 
This preparation is the kind all ea 
should have whenever possible. | 
fact, certainty of prosecution aids 
ents in obtaining restitution m 
often than not. From every viewpo 
co-operation with law enforcem 
agencies is desirable and serves 
best interests of the law, the cli 
the accountant, and the attorney. 


Restitution 


Restitution in most cases is the 
sult desired by the client. From | 
experience the best method of obtd 
ing restitution occurs when secrec } 
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itained until evidence sufficient complete case the prosecutor can in 
a conviction is obtained. To do most cases obtain a confession. Under 
the chent must, with the co- such circumstances the client can in- 
ation of the accountant and his — sist on restitution to the extent that 
mney, fully prepare the case by funds exist, can recover on any bond 
ring all records and documents. that he may have on the employee, 
1 the prosecutor should be called and rid, for a time at least, an em- 
o confront the culprit. With a bezzler from the business world. 

: 


he Golden Rule in Action in Our Profession 


Ve hear much about the Golden Rule—and we should hear much because 
one of our most precious heritages. Its origin, clearly, is divine. It is 
ofty to be a natural impulse. 

Yo human term describes the message of righteous living so fully and so 
ineingly. It is the ten commandments all rolled into two vitalizing words. 
se words encompass dramatically the practice of all the virtues, the re- 
riation of all acts which are not attuned to the Divine Will. 

\ word picture of a diagram I once saw depicting the ‘‘spiritual edifice’’ 
s strong relation to the ‘‘professional edifice’? of the CPA, because 
in the edifice shines resplendently the holy grail of honor and fruitful- 
‘in service, brought there by devotion to the cause and practice of the 
GOLDEN RULE 


Resting on the firm foundation of 
HUMIGITY- 


The two columns of FAITH and HOPE 
rise to support the crowning arch of 


CHARITY. 
Holding the two huge doors onto the 
columns 
are hinges representing the four cardinal 
virtues : 
PRUDENCE TEMPERANCE 
and and 
JUSTICE FORTITUDE 


‘his great edifice, holding the future of humanity, with a high place for 
accounting profession, beckons to all to enter its portals. Many are 
dy there as honored guests. For these and the other invitees with 
opriate raiment, the future is bright and promising. 

t is good to be able to report that the great majority of certified public 
intants are not strangers to the GOLDEN RULE. I take pride in be- 
ng to their great profession. 

Louis H. Pilié, CPA 

The Texas Certified Public Accountant (July 1961) 
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Enlightenment on the Role of Common 
Ser in the Development of the Sys- 


tem 


One of the possible renderings of 
an old story on the origin of roast 
meat is this: 

Once upon a time a forest where 
some pigs lived caught on fire and 
all the pigs were roasted. Men, who 
at that time were in the habit of eat- 
ing raw meat only, tasted the roasted 
pigs and found them delicious. From 
that time on, whenever men wanted 
roast. pork they set a forest on fire— 
unti!, of course, they found a new 
method. And the story I want to 
tell you is the story of what happened 
when an attempt was made to modity 
The System and establish a new one. 


It 
For a long time things had not 
been as they should be: often the 


pigs were burned almost to a crisp, 
sometimes they were partially raw, 
and at other times they were so com- 
pletely damaged that it was hardly 
possible to make any use of them 
at all. It was a large scale operation 
to roast a pig, and everybody was 
worried because if The System failed 
very greatly the damages were equally 
ereat. 

Thousands of people lived on that 
roast meat, and thousands more were 
engaged in the task of producing it; 
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therefore it was quite clear that 7 
System simply must not fail. ¥ 
strangely enough, the more The &§ 
tem was tried on a larger and lar} 
scale the more it proved to be a lar} 
and larger failure. 

Due to the many bad points of i 
System, complaints grew at an | 
creasing rate as The System was 
panded to involve more and 4 
people; it was the general desire 
The System should be drastie. 
changed. Thus every year there y 
any number of conventions, 
oresses, and conferences, and a ¢ 
siderable amount of time and e 
Was spent in search of a solu 
But apparently no way of improy 
The System was ever found, for} 
next year and the year after and 
year after that there were once 
conventions and congresses and 
ferences. And this went on all 
time. 

Those who were experts on the 
ject put down the failure of The 
tem to a lack of discipline on the 
of the pigs, who would not stay wi 
they should in the forests; or ta 
inconstant nature of fire, which | 
hard to control; or to the trees, w 
were too green to burn well; 
the dampness of the earth: or ta 
official method of setting the 


re; or to the Roast Pork Weather 
ice, which did not accurately pre- 
the time, place and amount of 
Mole 0T S..s 
S you see, it was very difficult 
ccount for the failure because, to 
the truth, The System of roasting 
was by far too complex: a great 
cture had been set up, a great 
hinery with innumerable varia- 
had become institutionalized. 
here were men who worked at set- 
the woods on fire (firemen). They 
jalized in setting different zones 
re; some were specialists in firing 
aorthern zones, others the western 
s, and so on. Some were special- 
in setting fires by night, others 
lay (and the latter were divided 
morning and evening specialists ). 
-e were also summer and winter 
halists (who had jurisdictional 
utes in the spring and autumn). 
“e were also the wind specialists, 
anemotechnicians. There was a 
ctor General of Roasting and 
Roasted Meals (with three execu- 
secretaries often referred to as 
P, Medium, and Well-Done); a 
etor of Fire Techniques (with 
In-Service Advisory Council) ; a 
etor of Burnable Forestation; a 
onal Committee of Professional 
ning in Pig-Rearing; an Insti- 
for the Higher Study of Cul- 
1 and Nourishing Technicians 
IHSCNT); and the awesome 
SS (Ministry for Elaboration and 
mization of Searching )—and 
tually the MESS was so big that 
was one Reform Inspector for 
y 7,000 pigs. 
-was this MESS that prompted 
nany conventions, congresses, and 
erences. But the only result of 
» was to make the bureaucratic 
3S even ereater. 
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The development and formation of 
new forests and jungles had been 
planned, and this plan was in full 
swing. It was being carried out in 
accord with the latest technical in- 
formation (e.g., “‘in chosen regions 
where the winds do not blow more 
than three hours hand-running,’ 
‘“where there will not be much damp- 
ness’’). 

There were thousands of men pre- 
paring those woods which were soon 
to be burned. There were specialists 
in Europe and the United States, ar- 
ranging for the importation of the 
best timber, trees, saplings, and seeds ; 
studying the methodology of making 
more fires burn more intensively ; and 
picking up operational know-how 
(e.g., how to make holes so the pigs 
would fall into them). 

There were huge plants to keep the 
pigs in before the fire broke out in 
the forest, and methods were being 
tested on how to let the pigs out at 
just the right moment. There were 
technicians in pig feeding, experts in 
building pens, professors in charge of 
training experts In pig pen construec- 
tion, universities that prepared pro- 
fessors to be in charge of training 
experts in pig pen construction, re- 
search specialists who bequeathed 
their discoveries to the universities 
that prepared professors to be in 
charge of training experts in pig pen 
construction, and . 

The problems were many, and so 


were the proffered solutions. Some 
conferences suggested setting fires 
triangularly, permitting the south 


wind to blow for square root of a-1; 
some conventions suggested releasing 
the pigs fifteen minutes before the 
heat in the woods reached 47° GC, 
plus or minus 2°; while some con- 
eresses thought it was necessary to 
construct huge electrie fans in order 
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to orient the fire properly. And, need- 
less to say, few of the experts agreed 
and each had research data to prove 
his point. 

i 


One day a fireman, in Category 
SW/MD/RS (southwest specialty, 
daily-morning, licensed for rainy 
summers), named John Commonsense 
said that the problem was really very 
simple and easily solved. He said 
that in order to solve the problem 
with ease only four steps need be fol- 
lowed: (1) the chosen pig had to be 
killed, (2) cleaned, (3) placed in 
the proper utensil, and (4) placed 
over the fire so that it would be cooked 
by the effect of the heat, and not by 
the effect of the flames. 

‘“People kill the pigs?’’ exclaimed 
the Director of Forestation furiously. 
‘‘People kill? The fire is the one to 
kill! Us kill? Never!’’ 

The Director General of Roasting 
himself came to hear of this Com- 
monsense proposal, and sent for him. 
He asked what Commonsense had to 
say about the problem, and after hear- 
ing the Four Point idea he said: 

‘“What you say is absolutely right 
—in theory; but it wouldn’t work in 
practice. It’s impossible. What would 
we do with our anemotechnicians, for 
instance ?”’ 

““T don’t know,’”’ answered John. 

‘“Where would you put our special- 
ized firemen ?’’ 

© dons trknow.sy 

“Or the specialists in seeds, in tim- 
ber? And the builders of seven-story 
pig pens, now equipped with new 
cleaning machines and automatic 
scenters ?’’ 


“‘T don’t know.’”’ 

‘“What will we do with the 
who have studied abroad for yea 
Shall we set them to cleaning su 
lings?’’ 

‘‘T don’t know.’ 

‘And what is to be done with ¢ 
men specializing in organizing 
directing aur annual Conferences - 
the Reform and Improvement of 
System? If your system solves eve 
thing, then what do we do wi 
them?’’ / 

““T don’t know.’’ | 

‘“Can’t you see that yours is not | 
solution we need? Don’t you th 
that if everything is as simple as} 
that, then the problem would h 
been solved long before this by ‘ 
specialists? Tell me, where are 
authorities who support your sug¢ 
tion? Who are the authors who 
what you say? Do you think I 
tell the engineers in the Anemote 
nical Division that it is only a qy 
tion of using embers without a fla 
And what shall be done with the ° 
ests that are ready to be burnef 
forests of the right kind of ff 
needed to produce the right kine 
fire, trees that have neither fruit 
leaves enough for shade so that 
are good only for burning? 
shall be done with them? Tell 

“*T don’t know.’ 

‘What shall be done with the C 
mittee in Charge of Writing 
Roasting Programs? With the 
partment in Charge of the Classi 
tion and Selection of Pigs? With 
Department of Edueational Pig 
chitecture? And the rest of the 

| ldontt know. 


This article is a reprint from the November, 
Magazine (permission granted). 
inspired but did not encourage this, and to W. R. Blew, 
publication of this but did not inspire it.) 
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1960, Phi Delta K 
(With apologies to Charles Lamb 
who encow 
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Tell me, you know the Chief En- 
er of Pork Pyrotechnies, Mr. J. C. 
known, don’t you? Isn’t he an 
20rdinary scientific personality ?’’ 
Yes. He looks like it.’’ 

Well, then, do you see that the 
1 fact of having such valuable 
extraordinary engineers in pyro- 
nics shows that the present Sys- 
is good? And just what would I 
vith such valuable individuals if 
> system were adopted ?”’ 

[ don’t know.’’ 

Do you now see the problem in 
e? What you must bring, as a 
sion, is a method on how to make 
sr anemotechnicians; how to solve 
shortage of western firemen 
ich is our chief difficulty right 
; we have plenty of eastern, 
hern, and southern firemen) ; 
to make pig sties eight stories 
, or more, instead of the seven 
es we now have. We have to im- 
e what we have; we cannot change 
> bring me a plan that will tell me 
- to do so our scholarship costs in 
Inited States are cheaper; show 
iow to design the crucial experi- 
which will yield a solution to 
oroblem of Roast Reform. That 
vat we need. You are lacking in 
/ judgement, Commonsense! Tell 
for example, what would I do 
my good friend (and relative), 
President of the Committee to 
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Study the Integral Use of the Rem- 
nants of the Ex-Forests?’’ 

‘*T’m really perplexed,’’ said John. 

‘Well, now, since you know what 
the problem is, don’t go around tell- 
ing everybody you can fix everything. 
Now you realize the problem is seri- 
ous and complicated; it is not so 
simple as you had supposed it to be. 
An outsider says, ‘I can fix every- 
thing.’ But you have to be inside to 
know the problems and the difficul- 
ties. Now just between you and me, 
I advise you not to mention your idea 
to anyone—not to anyone, because it 
might bring about, er, ah, difficulties 
with your job! Not because of me, 
you understand! I tell you this for 
your own good, because I understand 
your plan; but, you know, you may 
come across another boss not so capa- 
ble of understanding as I am. You 
know what that’s like, don’t you, 
eho. 

III 


Poor John Commonsense didn’t ut- 
ter a word. Without so much as say- 
ing goodbye, stupefied with fright 
and puzzled by the barriers put in 
front of him, he went away and was 
never seen again. 

It was never known where he went. 
That is why it is often said that in 
those tasks of reforming and improv- 


ing The System, Commonsense is 
missing. 
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Disposition of School District Fund 


A Brief Discussion of the Source ; 
S| 


Revenues and Expend iture 


of Ilinors School 


Districts 
By George C. Brook 


The financial operations of school 
districts in Illinois as elsewhere, are 
closely regulated by state statutes 
since they involve the use of puble 
money—taxes—in an important state 
funection—edueation, These financial 
controls include (1) setting maximum 
tax rates; (2) establishment of par- 
ticular funds (educational, building, 
ete.) ; (3) provisions for referendums 
for tax rate imereases; (4) require- 
ment of financial budgets; (5) main- 
tenance of uniform accounts and 
periodic reports; (6) publication of 
annual reports in community news- 
papers; (7) place responsibility 
upon the school superintendent for 
the maintenance of school records and 
preparation of reports; and (8) the 
annual submission of school reports 
and records to audit by Certified 
Public Accountants. There are many 
other types of state control over 
school district revenues and expendi- 
tures. The implied objective of these 
controls is to achieve maximum re- 
sults from the applecation of public 
resources to the instruction of indi- 
viduals under the various educational 
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i] 
programs carried on by school | 
tricts. Still other areas of state ci 
trol relate to accreditation of scho 
certification of teachers, length 
school sessions, ete. 

The following represents a dese 
tion of school revenues and expe 
tures within the legal and_ sel 
operation framework in which t 
oceur. 


Revenue and Non-Revenue 
Receipts 


The three main sources of revel 
receipts of a school district are 
taxes, state aid and miscellaneou 
come. Examples of non-revef 
sources are sales of school bonds 
tax anticipation warrants. These 
ter are identified as non-revenue 
cause upon receipt of such amo’ 
hability is created for repaymen 
the future. In contrast to this, 
nues involve only an increase in 
and no corresponding increase i 
bilities. Also, the uncommitted 
ance of each fund remaining 
the year before is available for 
appropriation in the new fiscal ¥ 


] 
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al Taxes 


ax revenues arise out of local tax 
es made according to the provi- 
s of the School Code. The school 
rict prepares a budget of its an- 
nated revenues and expenditures 
the fiscal year. Proper allowances 
made for resources on hand—the 
‘yover from the previous year— 
nated amounts to be received from 
State or Federal government and 
net estimated amount to be real- 
from miscellaneous sources. In 
way the amounts needed from 
] taxes can be estimated. The tax 
Is are then levied by the school 
‘d, but the amount of taxes ex- 
led by the County Clerk may not 
ed the amount arising from appli- 
on of maximum legal tax rates to 
tax base, which is the total as- 
od valuation of all properties. 
arate tax rate maxima are estab- 
od by law for the Educational 
d, the Building Fund, the Trans- 
ation Fund, and others. 


catutory school tax rates: — Pre- 
yed maximum rates are estab- 
‘d for each school fund in the 
901 Code but these may be in- 
sed by referendum according to 
gal procedure. There are stated 
is to rates obtainable under the 
rendum procedure. 


1e statutory tax rates (subject to 
ease by referendum) for the main 
Is are as follows: 


Educational Fund 

1. For districts operating Grades 
1-8 or 9-12: $0.65 per $100 of 
assessed valuation 

2. for districts operating Grades 
1-12: $1.25- per $100 of as- 
sessed valuation 

3uilding Fund 

ie For Grades 1—8 or 9-12: 
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$0.1875 per $100 of assessed 
valuation 
2. For Grades 1-12: $0.25 per 
$100 of assessed valuation 
C. Transportation Fund 
1. The statutory rate is two cents 


per $100 of assessed valuation 


Special laws govern school tax rates 
of cities over 500,000 population, 
namely Chicago. 


The Property Tax System 


Real estate and personal property 
are taxed in Illinois to provide an im- 
portant part of total tax revenues. 
Local property tax rates arise from 
the division of the tax levy by the 
total assessed valuation of real estate 
and personal property. 

The school tax rate is a bundle of 
separate rates, one for each of the 
funds involved such as educational, 
building, transportation, etc. The 
total school tax rate is only a part 
of the total annual property tax rate. 
Other parts might include city cor- 
porate tax, county tax, library tax, 
sanitary district tax, park district 
tax, etc. The property taxpayer pays 
one tax bill. The proceeds are then 
pro-rated among the taxing bodies 
such as the school system, the city, the 
county, the park district, ete. 

Taxes are not collected until the 
year following tax accruals. For in- 
stance, 1960 taxes will not be collected 
until 1961. In view of this situation 
local governments, including school 
districts, are forced to borrow upon 
tax anticipation warrants to finance 
operations during the period of delay. 
The amount of borrowing is deter- 
mined in part upon existing cash 
balances, amount of working cash 
funds and the legal borrowing limit 
of 75% upon the tax levy. Later, 
when tax collections are made, they 


must be used to pay off the tax war- 
rant liability. Tax collections in ex- 
cess of those required to liquidate tax 
warrant debts, are available for use 
by the school district. 


Description of County School Tax 
Levying and Collection Procedure 


After the school board has com- 
pleted its budget estimates and total 
tax revenues needed are known, it 
prepares a certificate of tax levy and 
transmits it to the County Clerk. It 
may be drawn up as follows: 


Certificate of Tax Levy 


We hereby certify that we require 


HIS AS UNTER OS i ek ne dollars, to be levied 
as a special tax for transportation 
purposes, and the sum of ............ dol- 


lars to be levied as a special tax for 
educational purposes, and the sum 
CO Likge eee 9 dollars to be levied as a 
special tax for building purposes on 
the equalized assessed value of the 
taxable property of our district for 
the year 19 


Signed this............ CaVAOL dante seem 
NED ns, it CEU Bie eine , President 
Re dee Deer: , Clerk (Secretary ) 
District Numbers. eee County. 


The County Clerk performs a num- 
ber of services for school districts, 
including the following: 


1. Furnishes a certificate, upon request of 
the school board of any district, show- 
ing the last ascertained assessed valua- 
tion of the taxable property of the 
district. 

Receives the certificate of tax levy from 
school boards. These are the basis for 
computing school tax rates and tax bills 
based upon individual assessed property 
valuations. Individual school taxes are 
entered and combined with other taxes 


bo 


such as county, park district, and/or eit 
taxes to equal the total tax bill of ea¢ 
person. 

3. Prepares tax rolls and distributes the 
to collectors. 

4. Determines the amount of taxes ne¢ 
sary to pay maturing principal and 1 
terest on any bonds of the school @ 
trict and extends this amount on ft 
tax books. This amount is based up: 
certified copies of bond resolutions fil’ 
in his office. Such tax rates are not ¢ 
ducted from the rates extended for ec 
cational or building purposes. 

5. Prepares and mails to each school tre: 
urer of the county before delivery of f 
tax rolls a certificate of the amount d@ 
his district or districts from the tax | 
extended and placed on the tax rolls. 


Services of Collectors 


Individual tax bills are distribut} 
to taxpayers and amounts due are | 
lected and credited on the tax ro. 
School tax collections are distribut 
to school treasurers within thirty d 
after the delinquent date of the 
or installment or as soon after t 
date as the school treasurer shall 
sent his demand according to 
county clerk’s certificate showing 
tax amount. 

If the whole amount of the tax 
not been collected the collector 
vides the school treasurer wit 
statement of the amount of un 
lected taxes.! 

After the tax collection perio 
the townships, collectors close t 
tax books and return them along 
tax collection reports and undist 
uted tax collections to the Co 


1In Class II counties (Madison, St. Clair# 
Cook) township school treasurers serve all o t 
school districts in the township. In Clagi) 
counties a separate school 


( treasurer se 
single school district or a number of schol | 
tricts but not all the districts in the townsk 


GEORGE ©. BROOK, a» member of the Society's Committee on Local Gag) 
ment Accounting, prepared this article for publication in the quan} 
He is Director of the Bureau of Research and Statistics of the CHR 


Board of Education, 
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rk or County Treasurer. 
township books are audited. 


There, 


ite Aid 


state aid is available to school dis- 
sts In variety. The largest amount 
nes from the State Distributive 
nd? according to the formula in- 
ved in the guaranteed support 
el per pupil. Other amounts may 
received from the General Revenue 
nd as reimbursements for trans- 
‘tation costs, hot lunches, voca- 
nal education programs, excess 
ts in education of handicapped 
Idren, driver education, junior col- 
e programs, ete. Federal donations 
commodities under school linch- 
m programs also are distributed 
the State. 

\ll state aid disbursements are 
de by the Department of Public 
truction through the County Su- 
intendent of Schools. The latter 
cributes state funds in Class II 
nties* to the township treasurers 
the account of each school district 
she township. In Class I counties 
ributions are made to school treas- 
rs. Except in the case of donated 
modities practically all state aid 
dded to the Educational Fund of 
school district. 

tate aid from the State Distribu- 
Fund:—Under a formula in effect 
1960, the State guarantees that 
2 shall be available for each public 
ventary and high school child in 
rage daily attendance during a 
ol year. However, the State does 
pay the school district $252 for 
1 child. The actual amount col- 
ble is determined as follows for 
901 District X which is a unit dis- 
; (grades 1-12). 


his fund is built up largely from sales tax 
tions. 
ok, Madison and St. Clair counties. 
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1. Flat Grant. All szhool districts 
that meet educational standards as 
determined by the State Department 
of Public Instruction receive $47 for 
each elementary child and $32 for 
each high school student in average 
daily attendance (A. D. A.). A.D.A. 
is computed monthly by determining 
the total number of pupil days of 
attendance of resident pupils and di- 
viding by the number of school days 
per month. The six highest months 
of A.D.A. are the basis for the school 
district’s annual state claim. 

Assume the 1959-60 claim in Dis- 
trict X for flat grants was as follows: 

Elementary A.D.A. 

31,364 X $47 = $1,469,408 

High School A.D.A. 


9,297 X $32 = 297,504 


Total 40,561 $1,766,912 


2. Qualifying Tax. Every unit dis- 
trict (a district maintaining grades 
1-12), in order to participate in 
equalization aid, must show a mini- 
mum school tax rate of 67 cents per 
$100 of assessed valuation in its edu- 
cational fund levy. This indicates 
local effort. Elementary school dis- 
tricts (grades below 9) have a quali- 
fying tax rate of 54 cents; also high 
school districts have a 54 cent qualh- 
fying tax rate. 

The dollar amount for District X 
(a unit district) is computed as fol- 
lows for 1959-60. 
$979,867,768 (1958 base) 

$100 
x $0.67 = $6,565,114. 


This amount, $6,565,114, indicating 
local effort is added to the flat grant, 
$1,766,912, total $8,332,026 which is 
then subtracted from the guaranteed 
support aggregate to determine 
equalization aid. 

3. Guaranteed Support. The state 
guarantee of $252 per child is multi- 


3a 


plied by total A.D.A. (average daily 

attendance for the claim year to de- 

termine the amount pen 
40,561 (A.D.A.) X $252 = $10,221,37 


The state does not pay this amount 
but uses it as a base in the computa- 
tion of equalization aid which it pays 
along with the flat grant. 

4. Equalization Aid. School District 
xX eet the difference between 
$10,221,372, the guaranteed amount 
and the, sum roe flat grant and qualify- 
ing tax $8,332,026 or $1,889,346. 

The summary of amounts receiv- 
able from the Distributive or Common 
School Fund in 1960 is as follows: 

Flat Grant (Item 1) $1,766,912 

Equalization Aid (Item 4) 1,889,346 


Total $3,656,258 


The per pupil support by the State 
in 1960 for District X is derived by 
dividing the sum of the flat grant and 
equalization $3,656,258 by the 
A.D.A. total—40,561 to equal $90.14. 

yy ACG akon IOCCEN Aeip-e,  Allave 
chances are that School Distriet X 
will levy taxes beyond 67 cents per 
pupil in A.D.A. even after consider- 
ine such revenue as state aid and 
miscellaneous income. However, the 
actual tax rate for the Hdueational 
Fund must stay within the maximum 
statutory limit of $1.25. The addi- 
tional amount levied was $3 million. 

6. Other State Aid. In addition to 
the estimated amounts receivable in 
1960 from the Distributive Fund esti- 
mated reimbursements applicable to 
School District X are receivable in 
1960 from the General Revenue Fund 
as follows: 


A. Handicapped children . $282,600 
B. City Junior College ................ 120,000 
CA Lrans Once n a ee 40,000 
ID, WO COMMON oc s5ccononcacgonncmns 85,000 

Won Mestre eas ram eh tae hen’ ere he aeeeeace $527,000 


34 


Thus total state aid would be the sur 
of the amounts from the Distributiv 
Fund $3,656,258 and from the Ger 
eral Revenue Fund $527,000, o 
$4,183,258. 


Miscellaneous Revenues 


Miscellaneous revenues include ai 
other revenues not described as te 
revenues or state aid revenues. Suc 
revenues as rentals received, interes 
various fees, and tuition illustra) 
miscellaneous revenues. 


Uncommitted balances are those 1 
maining after making full provisie 
for unpaid bills at the end of ft! 
fiscal year. Such balances are avat 
able for re-appropriation in the ny 
fiscal year. 

The chart on the following paf 
shows the revenue components of t 
Educational Fund for School Distr? 
X for the fiscal year 1959-60. 


Expenditures of School Districts | 


The expenditures of a school 
trict are in terms of its activities 
programs. Other expenditure class 
cations are involved also: by obj 
of expenditures; and by funds. Ej 
of the four classifications measul 
expenditures for particular uses. 
another broad classification dis} 
guishes between operating and capt 
items. 


Activity or functional groupin 
The main activity of a school dis 
is the instruction of pupils, but t 
are a number of necessary sub-ae 
ties that make possible maximu 
struction effectiveness. Such De | 
are administration, operation 
school plant (heating, ventilating 
cleaning), maintenance and rey 
pupil transportation, attendance 
health, ete. The activities list 
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SCHOOL DISTRICT X 


Revenue Components of the Educational Fund 
for Fiscal Year 1959-60 


Millions of 
Dollars 


<amples of expenditure objects are 
10wn in parentheses. 

1. Administration (Salaries) 

2. Instruction (Salaries, textbooks, 


supplies) 
3. Attendance—Health, (Salaries) 
transportation (Salaries, 


+, Pupil 

other expenses) 

). Operation of plant (Fuel, sala- 
ries, supplies, contracted services ) 

. Maintenance of plant (Salaries, 
parts, contracted services ) 

/. Fixed charges (Pension costs, 


we 


‘Illinois Financial Accounting Manual for Lo- 
1 School Districts. Office of the Superintendent 
' Public Instruction, Circular Series A, Number 
See 961. 


iLINOIS SCHOOL DISTRICTS / BROOK 


: ; = ji 6 
Miscellaneous income $0.6 | Miageall Ae 
Miscellaneous 
Unexpended r 47 @ 
y + 51.6 
1959 balance $1.0 $ 7 
Other state aid $0.5 
Equalization Aid $1.9 ae 12 
State 
Flat Grant $1.8 $4.2 
10 
/ Loss and cost—8% $0.8 
Additional school e 8 
taxes levied #3.0 
Gross 
Edneational 6 
Fund 
Tax Jevied to G Denex 
qualify for Levy 
state aid— 5 4 
: Le $10.4 
67¢ per $100 $6.6 ? 
of assessed 
valuation | 5 
= ele 
2 as shown following.* Important rent, surance, interest) 


(oe) 


Lunch Program 

9. Pupil and Community services 
(Recreation, civie activities, cus- 
todial services, etc.) 

10. Capital outlay (Sites, buildings 
and equipment; rehabilitation) 

11. Debt service (Principal, interest, 

sinking fund). 


Most school districts organize their 
expenditures under such an activity 
classification. This list agrees substan- 
tially with that appearing in Hand- 
book IT.® 


Local and State 
U. S. Office of 


5 Financial Accounting for 
School Systems, Handbook II. 
Education, 1957. 
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Object grouping: — The functional 
grouping above, although very useful, 
does not show total amounts spent for 
salaries, contracted services, supplies, 
ete. A cross-classification of expendi- 
tures according to object or service 
acquired reveals this vital data. Such 
a list might be as follows. Examples 
of objects are shown in parentheses. 


1. Personal services (Teachers; non- 
teachers; fees, ete.) 

2. Contracted services (Communica- 
tion, transportation, electricity, ad- 
vertising, printing, garage, etc.) 

3. Supphes (School and plant sup- 
plies, books, fuel) 

4. Equipment (Educational equip- 
ment) 

5. Debt service (Interest on tax war- 
rants; bonds and interest) 

6. Buildings and_ sites (Buildings, 
sites, permanent improvements, 
equipment, repairs and_ replace- 
ments ) 

. Fixed charges (Pension costs, rent 
and insurance) 

8. Other purposes (Loss and cost, 

abatements, deferred collections ) 


4 


This condensed listing might be 
suitable for very small school districts 
but for larger districts it might be 
expanded greatly under each heading. 


School programs:—Where a school 
district carries on varied educational 
programs it becomes essential to 
group all expenditures according to 
their incidence among these pro- 
grams. Hxamples are: kindergarten, 
elementary schools, high school, jun- 
ior college, vocational and adult edu- 
cation. Information as to pupils 
served in each program along with 
program cost makes it possible to 
compute per pupil cost. This is apt 
to vary widely between programs. 
Such information is useful to school 


36 


management and could serve, also, a: 
a basis for fixing tuition charge: 
where necessary or desired. 


Fund expenditures :—Another fun 
damental classification of school exi 
penditures is by funds. Since the ta! 
rates are by funds such as educai 
tional, building, transportation, ete: 
and since the school district budge; 
and accounting system is organizes 
by funds it is essential that actue 
expenditures be grouped in the sa 
way. The simplest way to obtain thi 
classification is to organize journa) 
and ledgers by funds. Within eae 
classifications by activity will } 
made. Pro-ration sheets, starting wi 
activity amounts (administration, Li 
struction, ete.), can be used to pri 
vide school program and object analy 
Sis. | 
H 
Summary 


In summary, school district expe} 
ditures data can be of maximum wu: 
fulness to school management 
provision is made for grouping th 
in the several ways described. Fi 
there is the separation of journals a 
ledgers which furnishes separate f 
information. Secondly, within e 
fund activity groupings are provid) 
by columns in journals, and perh 
ledger account titles also. Third] 
cross-classifications according | 
school program and according to 
ject can be achieved by the use | 
pro-ration sheets. These could be pj 
pared in advance and _ pro-ratid 
could be made after original entry 
the journal. 

A much fuller treatment of sch 
expenditures is available in the I 
nois Financial Accounting Man) 
for Local School Systems referred. 
earlier. 
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ax Comments: Prepared by the Com- 


The subject of information returns 
deeply embedded in the Federal 
come tax laws, having first appeared 
the 1916 Act, as amended in 1917. 
should be noted that periodically 
e Internal Revenue Service includes 
4s subject in its audit program for 
‘ld agents. 

This article is intended to cover 
me of the more important provi- 
ons relating to information returns, 
orms 1099 and 1096. 

All persons making payments in 
e course of a trade or business of 
atutory amounts, usually $600 or 
ore, are required to make an infor- 
ation return on Forms 1099 or 1096 
r the calendar year with respect to 
rtain types of payments made by 
em during such year to another 
rson.—(Reg. Sec. 1.6041-1). Per- 
ns making payments can include 
dividuals, trusts, estates, partner- 
ips, associations, or corporations— 
ime ec, 7701 (a) (1) ). 

Since the term ‘‘all persons 
ged in a trade or business’’ includes 
t only those engaged in business 
r gain or profit, but also organiza- 
ms the activities of which are not 
r the purpose of gain or profit, ex- 
ipt organizations could be required 
file information returns.—(Reg. 
ic. 1.6041-1(b) and Rev. Rul. 56- 
6, 1956-1 CB 560). 

However, if the payment is not 
ade ‘‘in the course of a trade or 


en- 


1ittee on Taxation of the Illinois Soci- 
ty of Certified Public Accountants 


: In forma tion Returns 


business,’” a return should not be 


filed. Typical examples are: 


1. Amounts paid by the proprietor of 
a business to a physician for medi- 
cal services rendered by the phy- 
sician to the proprietor’s child.— 
(Reg. Sec. 1.6041-1(b) ). 

2. Amounts paid by a housewife for 
wages to a domestic or household 
employee, unless the house is used 
as a tourist home, rooming house, 
or other business venture.—(Rev. 
Rul. 56-46, 1956-1 CB 560). 


Returns of information are to be 
rendered on the basis of a calendar 
year even though the income tax re- 
turn of the payer is filed on the basis 
of a fiscal year.—(Reg. Sec. 1.6041- 
1(a)(1) and Instructions to Form 
1096). 


When Reportable 


Returns of information are to be 
prepared on the cash basis even 
though the payer files income tax re- 
turns on the accrual basis.—(Reg. 
See. 1.6041-1; O.D. 428, 2 CB 249; 
Richard F. Burgess, 3 BTA 1134.) 
However, payer should report, in ad- 
dition to amounts actually paid, 
amounts credited or set apart to the 
recipient without restriction (con- 
structive receipt basis).—(Reg. See. 
1.6041-1(f£) ; OD 428, 2 CB 249; Spe- 
cial Ruling, September 22, 1941). 


At times an agent receives a cash 
deposit from a tenant under a lease 
which provides that if all the terms 
of the lease are carried out that the 
deposit shall be applied on the rent 
for the last part of the lease. Here the 
agent of the owner of the property 
should report the lease deposits on 
information returns for the years in 
which such deposits represent rent.— 


CUTS ZO) Sie1 CB 324). 


Who Must File 


Corporations which are affiliated 
will not be permitted to file a consoli- 
dated return of information. Hach 
corporation must file a separate re- 
turn of information.—(O.D. 469, 2 
CB 249). Where two corporations 
were merged during the year, infor- 
mation returns showing payments 
made by both corporations should be 
filed by the continuing corporation.— 
(1.T. 1313, I-1 CB 324). Where there 
is no interruption to a business upon 
incorporation of a partnership dur- 
ing a calendar year, only one infor- 
mation return covering such calendar 
year is required to be filed—(O.D. 
788, 4 CB 347). A single return of 
information should be filed by the 
executor of an estate for the calendar 
year, reporting all payments made by 
the decedent prior to his death, and 
those made by his executor subse- 
quent thereto.—(I.T. 1631, II-1 CB 
182). 


When and How to File 


Form 1096, duly executed, must be 
used to summarize and transmit 
Forms 1099 and 1099L to the appro- 
priate Service Center Director, and 
must be filed on or before February 
28 following the close of the calendar 
year for which applicable —(Instrue- 
tions to Form 1096). Quarterly re- 
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turns on Form 1099 may be filed, al 
though not required ; if quarter re 
turns are filed, the procedures outi 
lined in Rev. Proc. 57-40, 1957-2 6) 
1118 should be followed.—(T.LR. Na 
24, October 24, 1956). 


Employees’ Trusts 


Trustees of stock bonus, ensitl 
and profit sharing trusts, exempt © 
non-exempt, are required to file inh 
formation returns with respect i 
amounts distributed or made avai 
able to a beneficiary to the extent suc: 
amounts are includible in the gro; 
income of such beneficiary when th 
amounts so ineludible are $600 4 
more in any calendar year.—(Re; 
Sec. 1.6041-2(b); Internal Revend 
Service Release No. IR-095, Januar 
31, 1955). | 

Insurance premiums which und! 

regulations relating to Section 402 
the Code are income to the empl 
for the year in which the insurance | 
purchased are considered to be co 
pensation and must be reported | 
Form 1099—(Instruction Sheet 
Form 1096). If an exempt trust pi 
chases retirement income, aren i 
or other contracts providing life - 
surance protection payable on 
death of the employee, the portion | 
the premiums paid for life insuran} 
protection from either the contri 
tions of the employer or earnings | 
the truct will constitute income to { 
employee for the year or years 
which the contributions or earnit 
are apphed to the purchase of s 
life insurance.—(Reg. See. 1.402( 
l(a) (3)). The life insurance 
ceeds received by the beneficiary, he 
ever, would be exempt under Sect: 
101(a) of the Code. In this conn 
tion, death benefits payable by 

«trust, instead of through an in 
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} 


ice policy, are not taxable to the 
aployee at the time of the em- 
oyer’s contribution and at death 
e not excludable as life insurance. 
owever, amounts paid at death are 
eludable under the provisions of 
setion 101 of the Code up to the 
aount of $5,000—(Ree. Section 
402 (a)-1(a) (8) (iii) ). 

If pension or annuity payments or 
her benefits are paid or made avail- 
le to the employee or his bene- 
laries, such amounts are taxable in 
cordance with the rules set forth in 
ction 402(a) of the Code and the 
vulations thereunder. 


‘clusions from Form 1099 

Payments which in the hands of 
e recipient do not represent income 
are exempt from income taxation 
e not required to be reported. Ac- 
dingly, an employer is not re- 
ired to report amounts represent- 
* compensation for personal in- 
ries—(O.D. 858, 4 CB 349). Where 
yments are made by a child-placing 
ney to foster parents solely for the 
rpose of reimbursing them for ex- 
nses incurred in taking care of 
iudren placed in their homes, and 
zh payments are not in excess of 
> expenses incurred, neither the ex- 
nditures nor the reimbursements 
11 be reflected in the foster par- 
ts’ Federal income tax returns. In 
dition, the child-placing agencies 
> not required to file information 
vurns with respect to such main- 
iance payments.—(I.T. 4068, 1952- 
CB 7). Payments representing 
med income for services rendered 
tside of the United States made to 
zitizen of the United States need 
t be reported where it is reasonable 


VINCENT J. ROMBS, 
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partner with 
prepared the comments for this issue. 


to believe that such amounts will be 
excluded from gross income.—(Reg. 
sec. 1:6041-3(f) LT. 2286 V-1 CB 
52). Advances, reimbursements, or 
charges for traveling and other busi- 
ness expenses of an employee are not 
required to be reported where the em- 
ployee must account and does so ac- 
count to his employer for such ex- 
penses.— (Reg. Sec. 1.604-3(1) ). 

Execlided from the requirements of 
reporting on Forms 1099 and 1096 
are certain payments which are re- 
quired to be reported on other forms, 
including the following : 


1. Salaries and profits paid or dis- 
tributed by a partnership to the 
individual partners, reportable on 
Form 1065.—(Reg. See. 1.6041-3 
Co) Mim 2921 ECB 220 he 

2. Distributions to beneficiaries of a 
trust or of an estate, reportable on 
Form 1041.—(Ree. Sec. 1.6041-1 
(a2) Mims 2921 Si CBs220)3 

3. Undistributed capital gains of 
regulated investment companies re- 
portable on Form 2439.—(Instrue- 
tions to Form 1096). 


Also specifically excluded under 
the provisions of Ree. See. 1.6041-8 
are the following types of payments: 
1. Payments of any type made to cor- 

porations, other than patronage 

dividends, rebates or refunds. 

2. Payments by a broker to his cus- 
tomer. 

3. Payments of bills for merchandise, 
telegrams, telephone, and similar 
charges. 

4, Payments of rent made to real 
estate agents. 

5. Payments of commissions to gen- 
eral agents by fire insurance com- 

Mandell Chicago, 


Miller, & Company, 
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panies or other companies insuring 
property. 
6. Payments made to employees for 
services performed in Puerto Rico. 
7. Payments to informers made by 
the United States and various 
governmental bodies. 


Payments, not exceeding the statu- 
tory amount in the aggregate, during 
a calendar year to any one payee are 
obviously excluded. 


Type and Amounts of Payments 
to be Reported 
Interest 

In general, interest payments made 
in the course of a trade or business, 
ageregating $600 or more are re- 
quired to be reported—(Reg. See. 
1.6041-1(a) (1) (ii)). While the In- 
ternal Revenue Code provides that 
every corporation making payments 
of interest, regardless of amounts, 
shall, when required by regulations of 
the Secretary or his delegate, make a 
return (IRC See. 6041(c)), it ap- 
pears that the regulations have never 
implemented this provision to re- 
quire reporting for interest payments 
under $600. 

As a matter of fact, the regulations 
specify that certain interest pay- 
ments regardless of amount need not 
be reported on Form 1099. For exam- 
ple, payments of interest required to 
be reported on Forms 1042, 10428, 
1000, 1001 (including all special vari- 
ations thereof), payments of interest 
on corporate bonds, and payments of 
interest on obligations of the United 
States, a State, Territory, or political 
subdivision thereof, or agency or in- 
strumentality thereof need not be re- 
ported on Form 1099.—(Reg. See. 
1.6041-3(a), (k) and (1)). However, 
ownership certificates, on Form 1000, 
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are required to be filed in connection 
with payments of any amount of im 
terest by corporations with respect t 
bonds, mortgages, or deeds of ei 


issued prior to January 1, 1934, any 
containing a tax-free covenant, whe: 
payable to citizens and residents oj 
the United States— (Reg. Sec. 1.146 
1) Ownership certificates are r@ 
quired to be filed with respect to n 
terest received by certain non-res 
dent aliens, foreign partnerships an 
foreign corporations. / 

Annual withholding returns, 0; 
Form 1042 or 1042S, are required f 
be filed as specified in Chapter 
L.R.C. by withholding agents with r 
spect to tax withheld on non-reside 
aliens, foreign corporations and tal 
free covenant bonds.—(Reg. Se! 
1.1461-2). 

A building and loan associatig 
must file information returns with 
spect to interest payments of stat 
tory amounts.—(I.T. 2727, XII-2 C 
5D). 


Salaries, Wages and Other 
Compensation 


Salaries, wages and other forms 
compensation for personal services 
an employee totaling $600 or moi 
must be reported, to the extent not 
ported on Form W-2 for the emplo 
or on Form 1042 for the non-resid 
alien employee——(Reg. See. 1.604 
(a)(i) and Instructions on Fo 
1096). Specifically excluded, 
course, are payments of income 
quired to be reported on Forms 
or 1042.—(Reg. See. 1.6041-3(a 
Where the aggregate compensation 
an employee is $600 or more me 
portion thereof is required to be § 
ported on Form W-2, the remaino# 
must be reported on Form 1099, 
gardless of amount. For example, 
a payment of $700 was made to § 
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iployee and $400 thereof represents 
ies subject to withholding and the 
maining $300 represents compensa- 
n not subject to withholding, the 
00 must be reported on Form W-2 
d the $300 must be reported on 
rm 1099.—(Reg. See. 1.6041-2 
: 

The term “‘wages,’’ for purposes of 
2 withholding tax and reporting on 
rm W-2, means all remuneration 
cr services performed by an em- 
xyyee for his employer unless spe- 
ically excepted, and in general, in- 
ides salaries, fees, bonuses, com- 
ssions on sales and retired pay, 
ether paid in cash or in property. 
services are paid for in a medium 
ner than cash, the fair market value 
the thing taken in payment is the 
1xount to be included as wages.— 
leg. Sec. 31.3401(a)-1(a)). Also 
oject to withholding are Christmas 
+ merchandise certificates given to 
iployees.—(Special Ruling, March 
1957). However, the value of tur- 
ys, hams or other merchandise of 
minal value distributed to em- 
yyees at Christmas or on other holi- 
s to promote good will is not sub- 
t to withholding.—(Revenue Rul- 
59-58, 1959-1 CB 17). 
Ordinarily, facilities or privileges 
ch as, entertainment, medical 
vices, and courtesy discounts on 
rechases) furnished to employees 
» not considered wages subject to 
thholding if they are of relatively 
jall value and are furnished by em- 
byer to promote the health, good- 
1, contentment, or efficiency of his 
ployees—(Reg. Sec. 31.3401 (a)-1 
)(10)). Also, certain nonecash pay- 
nts to retail commission salesmen 
‘not subject to withholding at the 
ction of the employer. An em- 
yer who makes an occasional non- 
h award to his retail commission 
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salesmen, such as a merchandise prize 
for outstanding sales, may elect to 
withhold or not to withhold on the 
fair market value of the award, but 
in any event, the fair market value of 
such remuneration must be included 
in the total wages reported on Form 
W-2.—(Reg. Sec. 31.3402(j) and 
Revenue Ruling 57-18, 1957-1 CB 
354). 

The value of any meals or lodging 
furnished to an employee by his em- 
ployer is not subject to withholding 
if the value of the meals or lodging is 
excludable from the gross income of 
the employee under Section 119.— 
(Reg. Sec. 31.3401 (a)-1(b) (9)). The 
regulation cited above infers that if 
the value of the meals or lodging is 
not excludable from the gross income 
of the employee, it is subject to with- 
holding and reportable on Form W-2. 
The Instructions on Form 1096, how- 
ever, appear to be inconsistent with 
the inference in the above regulation 
in stating: ‘‘Compensation for per- 
sonal services to be reported on Form 
1099 (other than wages reported on 
Form W-2) includes not only wages 
and salaries in the ordinary meaning 
of the terms but also other items such 
as (a) the value of living quarters or 
meals. furnished to an employee, 
which is not excluded from income 
under Section 119.”’ 

Amounts paid specifically, either 
as advances or reimbursements, for 
traveling or other bona fide ordinary 
and necessary business expenses of 
the employer incurred or reasonably 
expected to be incurred are not wages 
and are not subject to withholding. 
However, such expenses must be iden- 
tified either by making a separate 
payment or by specifically indicating 
the separate amounts where both are 
combined in a single payment.— (Reg. 


See. 31.3401 (a)-1(b) (2) ). Where the 
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employee is not required to submit an 
itemized account showing that such 
traveling or other expense allowances 
were ordinary and necessary expenses 
in the employer’s business, a Form 
1099 should be prepared.—(Instrue- 
tions on Form 1096). Where the em- 
ployee is required to account, within 
the meaning of Section 1.162-17(b) 
(4), and does so account to his em- 
ployer for such expenses, no return 
of information is required.—(Reg. 
See. 1.6041-8 (1) ). 

No withholding is required for 
amounts paid (other than as salaries) 
to or on behalf of an employee or his 
beneficiary under a trust exempt 
under Section 401(a) or from such a 
trust to an employee or his beneficiary. 
—(Reg. Sec. 31.3401 (a) (12)-1). How- 
ever, insurance premiums which un- 
der regulations relating to Section 
402 of the Code are income to the 
employee for the year in which the 
insurance is purchased are considered 
compensation and must be reported 
on Form 1099.—(Instructions on 
Form 1096). 


Fees, Commissions, Etc. Paid to 
Independent Contractors 


Generally, physicians, lawyers, den- 
tists, veterinarians, contractors, sub- 
contractors, public — stenographers, 
auctioneers and others who follow an 
independent trade, business, or pro- 
fession, in which they offer their sery- 
ices to the public, are not employees ; 
hence, fees paid to such parties are 
not subject to withholding.—(Reg. 
See. 31.3401(c)-1(¢)). Fees for pro- 
fessional services paid to attorneys, 
physicians, and members of other 
professions are required to be re- 
ported in returns of information if 
such fees exceed the statutory amount 
and if paid by persons engaged in a 
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trade or business and paid in the 
course of such trade or business. 
(Reg. Sec. 1.6041-1(d) (2) ). 

Since payments made to a ‘‘pe 
son’? are covered under Section 
1.6041-1(a) of Regulations and sine; 
the definition of ‘‘person’’ in Sectioy 
7701(a) (1), LR.C. includes a part 
nership, information returns shoul 
be filed not only for fees paid to indi 
viduals, but also for fees paid to pr¢ 
fessional partnerships. 


Rents and Royalties 

A tenant paying rent in the cours 
of his trade or business, other than : 
a corporation or to a real estate agen 
must file an information return if tH 
payments for the year amount f 
$600 or more.—(Reg. Sec. 1.60414 
(a) (1) Gi); + 1.6041-3(¢e) and (e)| 
However, a real estate agent must rj 
port the gross rentals (without d 
duction of commissions, fees or e 
penses retained) collected on beh 
of a property owner, other than 
corporation, where gross rent 
amount to $600 or more—(Rev. R 
54-571, 1954-2 CB 44). 

Returns of information must 
filed by individuals, partnerships a 
corporations engaged in devel 
ment of oil-producing properties 
connection with royalties, renta 
bonuses, etc. paid to fee owners or 
connection with royalties, comm 
sions, bonuses, ete. paid to leg 
brokers and others, where the annuf 
amount is $600 or more. Collecti/ 
agents (banks, trust companies, et 
for the fee owners receiving such - 
come are the source of informati 
and must file the return—(Mi 
38772, VIII-2 CB 189). Ht 
Dividends | 

Every domestic corporation al 
resident foreign corporation m 
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ike a report on Form 1099 for pay- 
nts of dividends of more than $10 
each shareholder who is an indi- 
lual citizen or resident of the 
ited States, a resident fiduciary or 
resident partnership, any member 
which is a citizen or resident.— 
leg. Sec. 1.6042-1(a)(1)). Special 
ovisions apply to national farm 
m associations, savings and loan as- 
‘lations, ete.—(Reg. Sec. 1.6042-1 
mie) and (3)). 


nalties 


Unless reasonable cause can be 
ywn for the delinqueney, a person 
ling to file a statement of payment 
another person required under Sec- 


ce 


A panel discussion on ‘‘ Coopera- 
n Between Lawyers and CPAs’’ 
ll be one of the highhghts of the 
hnical sessions at the AICPA 1961 
ual Meeting to be held in Chicago 
» four days commencing Sunday, 
tober 29th. 

Participants will include Erwin N. 
iswold, Dean of the Law School 
Harvard University, Attorney 
Iph M: Andrews, and CPAs 
omas D. Flynn and J. S. Seidman, 
st President. 


Another subject which promises to 
ract much attention is ‘‘ What’s 
ead in Federal Income Taxation”’ 
be discussed by Congressman Hu- 
1e J. Keogh (Dem. N.Y.), Assist- 
Secretary of the Treasury Stanley 
Surrey, Mortimer M. Caplin, Com- 
ssioner of Internal Revenue, and 
tiers. Other technical sessions will 
devoted to the outlook for the local 
yetitioner, progress in accounting 
earch, professional development, 


‘ORMATION RETURNS 


tions 6041, 6042(1), 6044 and 6051 
(c) on the date prescribed there- 
for (including extensions of time 
granted) must pay, upon the Com- 
missioner’s notice and demand $1 for 
each such statement not filed, but not 
exceeding $1,000 for all such failures 
during any calendar year.—(Reg. 
See. 301.6652-1(a) ). 

A willful failure to file an infor- 
mation return on Form 1096 may in- 
voke the criminal penalties set forth 
in Section 7203 of the Internal Reve- 
nue Code. Upon conviction, a person 
who willfully fails to file an informa- 
tion return shall be fined not more 
than $10,000, or imprisoned not more 
than 1 year, or both, together with 
the costs of prosecution. 


American Institute of Certified Public Accountants 
1961 Annual Meeting — Chicago, Oct. 29—Nov. 1 


and the broadening concept of the 
auditor’s responsibility. 

At the Monday luncheon for mem- 
bers and their wives, David EK. Bell, 
Director of the Bureau of the Budget 
will discuss the vital question, how 
must we pay for a strong United 
States? On Tuesday, Charles H. 
Perey, Chairman of Bell & Howell 
Company, will address the members 
at their luncheon in the Palmer 
House. The installation of officers 
will occur at the luncheon on Wednes- 
day. 

A sparkling assortment of technical 
sessions, the outstanding luncheon 
speakers, the compact housing ar- 
rangements in a single hotel, a ladies 
program that will be a ‘‘ conversation 
piece’’ for weeks to come. . . together 
with Chicago’s attractions as the na- 
tion’s leading convention city, all 
combine to promise an enjoyable ex- 
perience for both the members and 
their wives who attend. 
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Conducted by the Committee on L 
cal Practitioners of the Illinois Societ 
of Certified Public Accountants 


Ideas for Accountants | 


ELIMINATION OF PENNIES 


Our firm has found that the elimination of pennies from financial stati 
ments has made the financial statements more presentable and easier to real 
In addition, this has cut down on statement preparation time, typing ar 
proofreading time. 


REPETITIVE USE OF DUMMY STATEMENTS 


To save the time of staff men in preparing financial statements, 0} 
typists make up dummy statements on work paper with the headings a 
account titles inserted but with dates and amounts omitted. By typing t 
dummy operating statements on 12 or 13 column paper, and by leaving bla 
columns for future year increases and decreases, we are able to use the sa 
dummies for several successive statements without the necessity of re-writi 
prior year amounts and percentages each year. Since we prefer to have 
current year figures on the left hand side (i.e. immediately to the right of 
account titles), we start using the dummies from the right hand columns a 
move to the left each year. This set up has the additional advantage that 
typist working from the completed dummy does not have to look past int] 
vening prior year figures to reach the figures to be typed on the curre 
statements. 

We use a similar procedure for comparative schedules to be inserted, 
the text of long-form reports and for supporting schedules to income 
returns. 


| 
| 


SPEC) AER EREREN Gig |iers 


Whenever we type a letter which may be of reference value on rela‘ 
matters for other clients, we prepare an extra copy for a special reference { 
For example, we have special reference files for Tax Research, Account) 
Systems, and Internal Control. These files serve both as a source of ideas a 
as models for later letters. | 


We also use extra copies of letters as follow-up memoranda when a re} 
is required. | 


The ideas for this issue were submitted by various members of the 
of Miller, Mandell & Company, Chicago. 
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Swe Goto PRESS 


CPA ANNUAL MEETING 


From October 29 through November 1 the American Institute of 
As will hold its annual meeting in Chicago, with the technical activities 
ng centered at the Palmer House and McCormick Place, Chicago’s 
v lake-front exposition hall. Advance notices (see p. 43) regarding the 
gram indicate that the technical sessions will be stimulating and the 
ial activities enjoyable. For those readers who have never participated 
an annual meeting of the Institute (or of our Society, for that matter) 
would strongly urge you to be inquisitive enough to see what goes on. 
Se) doing you may come to appreciate that there is more to the account- 
profession than your firm and its problems, that there are some accom- 
hed, personable accountants outside your firm, and that you have been 
sing a passing opportunity each year to become a greater part of the 
fession. 


'W AICPA ORIENTATION TESTS 


New forms of the Orientation Test and the Level || Achievement Test 
| soon be introduced in the Institute’s professional accounting testing 
gram. Local and regional firms willing to use these tests by September 
> help establish norms for staff accountants may obtain them at half 
se ($5.00 for the two sets, including scoring). Reports of the results 
‘erms of new norms will be available in September. The Strong Voca- 
val Interest Blank is also offered at $2.00, for appraisal of interest. 
Please write the Director of Education of the Institute if you are inter- 
2d, indicating how many of your staff will participate. 


LY ISSUE OF THE JOURNAL OF TAXATION 

The July issue of The Journal of Taxation contains three articles which 
ear to be of particular interest to accountants. Briefly these articles 
er the following areas: 


1. New inventory procedures in IRS. Nicholas T. DeLeolos of Arthur 
Hersen & Co. analyzes the new IRS position on inventories. His con- 
sion is that consistency is the key to successful dealing with the IRS. 
2. Bar Association attacks employment of lawyers by CPAs. This may 
the beginning of a new period of tension between lawyers and account- 
; in tax practice. The text of the ABA Ethics Committee's opinion is 
ited in full, together wwith explanatory comments. 

3. More on deductibility of Travel and Entertainment. Commissioner 
nternal Revenue Caplin has recently prepared a major report on the 
current attitude on travel and entertainment expenses. An extensive 
mary and quotes from this report is presented. 
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Illinois Society of Certified Public Accountants | 


59th Be bre Mecting | 


JUNE 1962 
M af 


\iscamequeeeS | 


10 1] |22 
lf 18 i | 
Jie Pas) 26 


SHERATON..... CHICAGO | 
| 


WE’LL SEE YOU IN ’62 


CLASSIFIED ADVERTISING 


THE ILLINOIS CERTIFIED PUBLIC ACCOUNTANT accepts 
classified advertising at the following rates: 
20 cents per word, minimum of $3 per ad. Box number counts 
as two words. Advance payment required. 
A box number, if desired, will be charged for as two words. 
The closing date will be the 10th of February, May, August, and 
November. Address all replies to the office of the Illinois Society of 
Certified Public Accountants, 208 South La Salle Street, Chicago 4, 
Illinois, to the box number given in the ad. 


CLASSIFIED ADVERTISING | 


CPA in late 20’s with small practice seeks association with over- 
burdened or retiring practitioner, Box 41, 
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“When it comes to inventory... . 


Guessing is Not 
Good Enough!” 
- +++ Says UNCLE SAM ¢" 


If you’ve been accustomed to playing guessing games 
with your inventory ... DON’T! IT’S NOT LEGAL! 


SOMEONE MUST TAKE YOUR STORE’S 
INVENTORY! IF YOU CAN’T—THEN CALL MANGINI! 


THE MANGINI INVENTORY METHOD 

is a professional, highly-developed system for taking 
retail inventories without the usual confusion and dis- 
ruptment of regular store routine. 


MANGINI inventory teams are trained to render all 
types of department breakdowns, and to recognize 
merchandise as to manufacturer’s code, size, discount 
bracket, net cost, price changes and deleted items. 


In addition, a MANGINI inventory supervisor not only 
guides the inventory-taking procedure, but also makes 
confidential recommendations to the store owner for 
eliminating future errors in pricing and clerical code- 
costing, as well as discussing various store conditions, 
merchandise turn-over ratios, etc. 


In terms of quality ... you can’t buy a better inven- 
tory service than the one MANGINI & ASSOCIATES 
has been developing, refining and providing these past 
20 years. 


In terms of cost . . . MANGINI service is priced 
amazingly low. Get in touch with us today! We'll be 
glad to discuss it! 


Send for your FREE 
Inventory Brochure 
It’s packed with valuable 
inventory tips and is yours 
FREE without any obliga- 
tion whatsoever! 


MANGINI & ASSOCIATES, Inc. 


Over 20 Years of Inventory Service 


Ohawk 4-4720 539 WEST NORTH AVENUE CHICAGO 10, ILLINOIS 


THE DISTINGUISHINGSING ESSE 


Every facet of this data-processing and computer 
service reflects the high quality you would expect 
from the country’s oldest and largest independent 
service bureau. Long experience plus independent 
and imaginative thinking are combined with the 
most advanced methods and the latest electronic 
facilities . . . including computers and the 

1401 Data-processing systems. It’s a quality- 
in-depth service that can help you solve problems 
for your clients whether they have data-processing 
facilities or not. 

A call to our nearest office may well pave the 

way to more profitable operation for you and 

your clients. 


s{c Established 1933 


Motiitinl 


TABULATING CORPORATION 


I3 West Jackson Blud., x Chicago 4, Illinois 
Telephone HArrison 7- 4500 


OFFICES IN PRINCIPAL CITIES— COAST TO COAST 


——>— STATISTICAL Mark of Excellence 


